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The Future of Government in the Farm 
Mortgage Fieldt 
By JOHN D. BLACK* 

— has developed what many 


farm mortgage bankers consider to 
be a potentially dangerous competition be- 
tween the government and private bank- 
ers in the field of farm mortgages. The 
government’s major effect upon the agri- 
cultural credit situation, however, has 
been to expand the role of credit in agri- 
cultural operations rather than to ab- 
sorb an unreasonable amount of farm 
loans itself. This paper will show how the 
government has done this. The scope of 
the paper will also include types of credit 
other than farm purchase or other real 
estate credits. 

No hard-and-fast line can be drawn 
between real-estate mortgage credit and 
shorter-term credit. In practice, mort- 
gage and other credit merge into each 
other. A major fraction of the farm real 
estate mortgages written in some sections 
of the country is for less than $1,000; and 
a large proportion of these are written 
not to buy land, but to finance the pur- 
chase of equipment, workstock, livestock, 


* Harvard University. 


buildings, land improvements, and other 
intermediate-term purposes, the land be- 
ing merely the security for the loan. 

To reveal the full interplay of public 
and private activity in the field of agri- 
cultural credit, the public part of it needs 
to be considered under three heads, 
namely: (a) action, (b) services, (c) edu- 
cation and research. 

Under Action is included the actual 
making and collecting of loans; under 
Services, helping farmers to borrow wisely 
and to meet their loan obligations; under 
Education, the training of operating and 
prospective ‘farmers to handle the finan- 
cial parts of their farm businesses so that 
they will no longer need services from 
government, and also similar training of 
operatives in private and public loaning 
agencies; under Research, the making of 
studies of farm financing that wi!l supply 


t The material on which this article is based was origi- 
nally presented to the Second Annual Mortgage Bankers 
Farm Seminar, May 20 to 24, 1946, sponsored by the 
Mortgage Bankers Association of America, in cooperation 
with the School of Agriculture, Purdue University, Lafayette, 
Indiana. 
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the data and information that farmers 
need in order to plan their own financing 
operations, and that private and public 
agencies need in order to help them do 
this. No doubt many of you are think- 
ing only of the Action phases of govern- 
ment activity in your fields. If so, you 


need greatly to broaden the scope of your 
thinking, because what is done in the 
future under the other two heads will 
largely determine the extent of the first. 


At present, it is true, the role of govern- 
ment is proportionately greatest in Action 
and least in Education and Research. 
All agricultural education contributes in 
some measure to a better use of agri- 
cultural credit. The education and re- 
search referred to here is much more 
specific than general agricultural edu- 
cation. It is education and _ research 
pointed directly at farm financing and 
planning the use of credit. When edu- 
cation and research of this kind reach 
their full development, the ranking of the 
three forms of public activity will be ex- 
actly reversed, with Education and Re- 
search first, Services next, and Action 
last; the use of agricultural credit will 
have been much expanded, and govern- 
ment will be furnishing a smaller fraction 
of it than now. 


The backwardness of education and 
research in this field is not the only reason 
however, for the large amount of direct 
public lending in agriculture. A related 
reason is that private lending agencies 
have been slow in providing the kinds of 
credit, and the terms of credit, that agri- 
culture has needed. Professor Murray 
R. Benedict of the Giannini Foundation 
of the University of California has re- 
cently written as follows, in a statement 
as yet unpublished: 

‘Before the creation of the Federal Land 
Bank system, farm mortgage credit was sup- 


plied in considerable volume through chan- 
nels that had grown up over the years without 


government assistance. Commercial banks, 
life insurance companies, and farm mortgage 
corporations were doing a sizable business in 
making mortgage loans on farms. In addi- 
tion, much credit was provided in the form of 
individual private loans The 
loans available through these channels were 
not satisfactory to farmers because of the short 
period for which borrowings could be made, 
the lack of amortization provisions, and the 
high and uneven rates of interest charged. 
Loans could, to be sure, be secured in most 
areas, and except in business depressions, 
could usually be carried along by renewals 
for the period desired. But the system ex- 
posed borrowers to excessive risks in times of 
depression, did not provide adequately for 
orderly repayment, and was not a very efhi- 
cient mechanism for transferring funds from 
surplus to deficit areas. The forces of compe- 
tition, of course, would eventually have over- 
come some of these defects.” 


You will note that he says only some of 
the defects, and eventually. Why compe- 
tition has been so slow to effect needed 
changes in the field of agricultural credit 
is not altogether obvious. The fault has 
by no means been all with the individual 
lenders who have made up our agri- 
cultural credit systems. The system it- 
self has been mainly at fault, and the 
types of credit institutions that have arisen. 
Agricultural credit is not the only field in 
which competition has failed to produce 
efficient institutions. The following quo- 
tation is from a book called Does Distri- 
bution Cost Too Much, written a few years 
ago by Paul Stewart of the U. S. Depart- 
ment of Commerce and J. Frederic Dew- 
hurst of the Twentieth Century Fund: 


‘For decades the inventive genius of Ameri- 
can business has been chiefly dedicated to the 
lowering of production costs through mechani- 
zation and scientific management and to the 
elimination of inefficiencies in making goods. 
The results have astonished the world. It is 
equally true that the same inventive genius has 
hardly begun to be applied to the reduction 
of distribution costs. Originality and inven- 
tiveness has not been lacking in distribution, 
but in this field they have been used all too 
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often to persuade people to buy more goods 
rather than to reduce their. prices.” 


In keeping with the foregoing, the 
census data show almost a doubling of 
output per worker in production—farms, 
factory, and mine combined—between 
1900 and 1940, and only a 4-per cent in- 
crease in volume of goods distributed per 
worker in the same period. To be sure, 
there was some increase in the services 
furnished with the goods distributed, but 
by no means enough to fill the wide gap. 
Competition in distribution has surely 
given us enough services, but not the 
kinds of services most needed. 

Other examples of the same sort are 
easily cited. To take an extreme case, in 
the field of workingmen’s accident and 
automobile insurance, mutual companies 
are now writing such insurance at a cost 
of around five per cent of the annual pre- 
miums, whereas stock companies using 
brokers pay around twenty-five per cent 
for the same service. Students of agri- 
culture are all familiar with the fact that 
cooperation has had to lead the way in 
many sections of the country in providing 
farmers with the kind of feed and ferti- 
lizer distribution services which they 
need. Sometimes it is cooperation which 
supplements competition of private agen- 
cies as needed, and sometimes it is gov- 
ernment. 


Perhaps a consideration of the needs 
for credit in a field closely related to agri- 
culture—namely, forestry—will show us 
part of the reason that private enterprise 
has not given us the kinds of credit which 
farming needs. Neither. private banks 
nor life insurance companies have chosen 
to extend mortgage credit on forest lands 
for any considerable period. Such loans 
as are made usually contemplate early liq- 
uidation of merchantable timber, rather 
than development of woodlands or a con- 
tinuing program of timber production. 
Loans made tend to force early and often 


excessive liquidation of stands. Private 
individuals have not generally found 
this an attractive outlet for loan funds 
partly because units tend to be too 
large for individual private loans, and 
partly because of the long period for 
which the funds are needed, also the 
lack of annual incomes for servicing and 
repayment, and the difficulty of spread- 
ing risks in such a way as to guard against 
heavy losses to an individual lending on 
a specific forest property. 

Still the need is very great for more 
specific provisions for maintaining and 
improving the forest resources of the 
nation. If we are not to be faced with 
a serious shortage of forest products in 
the not distant future, and if we are not 
to sacrifice many of the collateral benefits 
of an adequate, well-managed forest in- 
dustry, the nation must adopt soon a 
more aggressive and constructive policy 
with respect to its forest resources. If the 
nation’s forest resources are to be con- 
served and if the flow of values arising 
from them is to be increased, forest 
lands now unproductive must be brought 
under effective management, and destruc- 
tive liquidation of forests must be dis- 
couraged. In addition, the enormous losses 
from fire must be substantially reduced. 


If private action looking to these 
ends is to be strengthened and built up 
to its maximum effectiveness, the private 
owners of forest lands must be given better 
access to the credit resources of the nation 
and must be aided by an extensive edu- 
cational program which can best be 
carried out in close coordination with 
arrangements for providing credit to the 
industry. Without such strengthening of 
the forest industry under private control, 
the nation will be forced more and more 
into the public acquisition and control of 
forest lands as 2. means of protecting its 
timber supplies and other values arising 
from forest lands. 
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In the field of forestry, however, we 
have not even developed the public credit 
agencies needed. In forest credit we are 
about where we were in agriculture back 
in 1870 or even earlier. No doubt pri- 
vate credit agencies will in time meet a 
major fraction of the credit needs even of 
forestry. ‘The time it takes trees to grow 
is no insurmountable obstacle, nor is the 
fact that most of the forest lands of this 
country, are not yet on a sustained 
yield basis and do not have a steady 
income. Once such an agency gets 
enough coverage so that it has income 
each year from those properties which are 
at the harvesting stage, it will be in as 
strong a position as if collecting a little on 
each loan each year. As more forests 
get on a sustained-yield basis, less and less 
spread will be needed to cover the risk. 
Of course publicly-organized fire protec- 
tion is essential to the making of such 
loans, and following this, is forest fire 
insurance. The first of these is coming 


along 1apidiy. The losses on protected 


areas are very small. Public insurance 
may need to point the way to private in- 
surance in this field, but in one form or 
another such insurance is in the near 
offing. 

But it will be two or three decades be- 
fore private credit will make any large 
headway in forestry—that is, unless pri- 
vate enterprise shows more progressive- 
ness in the field of forest credit than it 
has thus far shown in agriculture. The 
next step is to develop suitable kinds of 
public credit agencies that will find out 
how to handle such credit and will point 
the way for private credit. Very little will 
be needed in the way of new public credit 
institutions. Probably we shall need a 
national forest bank, that can be set up 
as a department of the Farm Credit Ad- 
ministration with branch offices in the 
different forest regions, to handle the 
credit for sizable forestry operations. 


Loans on smaller holdings can be handled 
as real-estate mortgages through the ex- 
isting Land Banks—as they are now be- 
ing handled in the Columbia and New 
Orleans Land Bank districts—of course 
with properly adapted terms of repay- 
ment. 


Why has private credit developed so 
little in the field of forestry? Partly be- 
cause we have looked upon our forests as 
natural resources to be exploited like 
mines; and partly because the private 
agencies making loans on land are not 
qualified to make such loans. Ordinary 
commercial banks cannot safely be al- 
lowed to make many loans with variable 
and long-delayed repayments; and the 
agencies specializing in real-estate mort- 
gages on land have persisted too long in 
making short-term mortgage loans with 
a fixed schedule of payments. These 
same attitudes toward the use of land, 
and the same types of credit institutions, 
have retarded the development of suitable 
forms of agricultural credit. But im- 
portant progress has been made in the 
last decade, and one can reasonably ex- 
pect this progress to accelerate in the 
next decade or two. 


The lines which progress in agricultural 
credit needs to take from now on can be 
outlined under six heads. This prog- 
ress can be either public or private. 
Which it is will depend largely upon the 
initiative of private enterprise in this 
field. Government will take over by 
default if private credit agencies do not 
rise to the occasion. 


As the first line of progress, mortgages 
to enable farmers to buy farms should 
ordinarily be made on an amortization 
basis and should include variable payment 
provisions. It should not be. necessary 
from any point of view for farmers to 
commit themselves to a contract calling 
for payments which they cannot make in 
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years of crop failure or agricultural de- 
pression. On the other hand, it is desir- 
able that they make larger payments than 
usual in years of very good income like 
those since 1941. Neither should fa1mers 
commit themselves to paying off a mort- 
gage at a more rapid rate than can ordi- 
narily be expected after allowing a reason- 
able margin of safety. They should, how- 
ever, be permitted to pay off their 
mortgages as fast as they are able. One 
can understand why a private individual, 
loaning money on a mortgage, may not 
want to have his payments coming to him 
in this variable fashion. If commercial 
banks cannot make mortgages to buy 
farms on these terms, they should make 
way largely for other agencies, preferably 
private, whichcan. At present, not even 
the Farm Credit Administration is able 
under existing statutes to make full- 
fledged variable-payment loans. 


Second, such mortgage loans should be 
freely available to enable farmers to get 
enough land to make an economic unit. Some 
may say that farmers who already have 
farms have no difficulty in borrowing on 
a mortgage in order to buy additional 
land. This is true of those who already 
have sizable farms under small mortgages. 
But such farmers ordinarily do not need 
more land very much. The ones who 
really need it are those who already have 
mortgages on small farms and are having 
difficulty carrying even the mortgage 
which they have because their farms 
yield such small returns; or their farms 
are not mortgaged but the earning power 
on their present farms is so low that 
lending agencies do not consider them 
sate risks. Farmers in either of these 
situations are in a vicious circle. They 
are not able to borrow because they 
have so little resources; and only with 
great difficulty can they increase their 
resources without borrowing in order to 
get command of more resources. 


Some way needs to be tound of break- 
ing into this vicious circle, and credit can 
be an instrument to this end. But it 
must be used as such an instrument with 
much care. A large fraction of the 
farmers in these difficult circumstances 
are too far along in years to reach out 
safely and buy more land. Others of 
them are poor farmers, or at least can be 
made into successful farmers only with 
great pains. Others are unthrifty and 
improvident farmers. But in the midst 
of all these are many thousands of rela- 
tively young men who need only to be 
given a chance in order to increase their 
earning power; and the next five years 
will bring along as many more thousands. 
If these can be helped, in twenty years we 
will have improved the earning power 
and increased the income of a million or 
two more of our good young men. 


It is helpful to consider this problem 
in terms of the situation in different parts 
of the country. Strange as it may seem 
at first, there are many sections of the 
Midwest where the need for such credit 
is important. These are sections where 
the land is relatively poor and the farms 
are small. The tendency in this Midwest 
region is for the farms to be considerably 
smaller on the poorer lands than on the 
better lands. Some readers may be fa- 
miliar with the writer’s discussion of this 
problem in the May 1945 Fournal of 
Farm Economics in terms of two counties 
in central Illinois. One of them, Doug- 
las, has rich prairie soils, and the other, 
Jasper, is dominated by clay hardpan 
soils. ‘The average size of the farms in 
Douglas county is around 180 acres; in 
Jasper, around 120. The average value 
of products on the Douglas County farms 
in 1939 was $3,600; in Jasper, $900. The 
difference between these two counties 
cannot be entirely made up by putting 
more land in the Jasper County farms, 
but it can be made up in large part in 





6 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


this way and by converting the agri- 
culture more largely to a hay-and-pasture 
basis. Ifa program of lending money to 
deserving young farmers in Jasper County 
to enable them to buy more land were 
developed, and no more than two or 
three per cent of these young men were 
helped each year, within twenty-five 
years about all the farms in Jasper County 
that need it will have been enlarged. 

In large sections of the United States 
the land is rough and only a small part of 
it can be cropped. The whole Appala- 
chian and adjacent Piedmont region an- 
swers this description. The farms in this 
territory need to have more land so that 
they can keep more livestock and have 
larger incomes. The people living in this 
territory should not be forced to eke out 
a meager living trying to grow a few 
acres of corn and other food crops on 
steeply sloping fields. Many of these 
farms should also include sizable wood- 
lands which would furnish employment 
at the slack season of the year and furnish 
an additional source of income. This 
country is going to need timber badly in 
the next hundred years and this is one of 
the best ways in which it can be provided. 

The dairy farming regions of the North- 
east and the Lake States also have many 
sections in which the farms should have 
more land so that more cows can be kept. 
Timber-growing can be combined with 
dairying to excellent advantage in many 
parts of this region. 

The South, of course, has more under- 
sized farms than has any other region. 
On its more level lands the farms need to 
be enlarged so that they can grow their 
cotton with more machine labor and less 
hand labor and thus grow more of it. In 
the piedmont and hill sections of the 
South, the farms need to be enlarged so 
as to take in land that can be used for 
pasture and to grow feed for livestock, and 
in Many cases to combine timber-grow- 


ing with diversified farming. Much of 
of the South is natural pine region where 
trees grow very rapidly and woodlands 
can provide inportant additional income. 

Third, farm mortgage loans should 
be more freely available for improving 
or for raising the productivity level of 
farms without increasing their acreage 
much orany. ‘The productivity of many 
farms in this country could be increased 
a fourth or more by one or more of the 
following methods: draining wet portions 
of the tarms, developing small-scale pump 
and other irrigation, pasture and range 
improvement, land clearing, terracing 
and other torms of erosion control, con- 
struction of needed farm buildings, and 
lastly, and probably most important of 
all, taking the country as a whole, wood- 
land improvement. These are often ex- 
cellent alternatives to buying more land. 

Surely, you may say, no new credit in- 
struments are needed for loans for such 
purposes. What better credit instrument 
could serve such a need than a real-estate 
mortgage? Dr. Butz answered this ques- 
tion very well in an article in the May 
1945 issue of the Fournal of Farm Economics. 
He wrote: “At present nearly all types o 
lenders are hesitant to reopen a mortgage 
and extend additional credit for such ob- 
viously desirable improvements as drain- 
age, liming, new buildings, fencing, and 
the like.” Hence, only complete re- 
financing of the mortgage is possible, and 
this is “costly and troublesome.” Dr. 
Butz therefore made two _ proposals, 
namely, that arrangements be developed 
that would allow qualified borrowers to 
receive additional advances from the 
mortgagees, and that improvements of 
this sort be accepted in lieu of amortiza- 
tion payments. 

Fourth, either in the form of mortgages 
secured by farm real estate or in the form 
of chattel mortgages, loans should be ob- 
tainable for equipment, livestock, minor 
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land improvements and the other inter- 
mediate-term purposes listed above. 
These should run for periods long enough 
to let the additions to plant and equip- 
ment pay for themselves, and schedules 
of advances and repayments should be 
fitted to the earnings. The procedures 
outlined by Mr. Darryl Francis in his ex- 
cellent booklet, Bank Credit for Soil Con- 
servation,! show the form which such 
schedules may take. Mr. Francis pro- 
poses to include the loans for such pur- 
poses as a supplement to the regular first 
mortgages. They can also be handled as 
second mortgages. Schedules, but in 
some cases much longer terms, perhaps 
running up to an extreme of 60 years, and 
with less regular repayments, can be 
worked out for woodland improvements. 


Fifth, special consideration needs to be 
given to the financing of farm buildings, 
including dwellings, in the next decade or 
two. A principal reason for the present 
state of the buildings on tarms is. that 
farm incomes were not generally suffi- 
cient from 1920 to 1941 to repay in 
higher cost of building construction aiter 
the last war caused by the doubling of 
wages of construction labor and sharp 
increase in prices of building materials. 
An investment in new farm buildings 
even in 1935-39 in most cases added con- 
siderably less to the value of the farm 
than the cost of the buildings. Eventually 
the prices of farm products will need to be 
high enough to cover the cost of at 
least a minimum set of farm buildings. 
Whether or not such a level of prices 
prevails in the next ten years is the 
crucial factor in farm buildings credit. 
If such a level does not prevail, farm 
housing will need to be subsidized, as 
is now being proposed for urban housing, 


1 Published by the Federal Reserve Bank of St. Louis, 
1945. See also, John D. Black, “Tailored Credit for Land 
Improvements” Journal of Farm Economics, May 1946, pp. 
596-604. 


or it will continue to be disgracefuliy 
inadequate. 

Sixth, an uncertain amount of what has 
been called ‘“‘supervision” by the Farm 
Security Administration can be provided 
to advantage by private agencies. The 
amount will vary greatly by regions and 
areas. The term “supervision” is an un- 
fortunate one. The most important part 
of this supervision is the making of a good 
farm plan and program for the operation of the 
farm, and a schedule of advances and repay- 
ments adjusted to this program, with flexi- 
bility to allow for variations in income. 
Perhaps the best terminology for loans 
thus serviced is “‘budgeted loans.” Given 
such a plan and program, no large 
amount of subsequent guidance is needed. 
A few banks were beginning to service 
loans in this way even before the first 
World War. No doubt the prolonged 
agricultural depression of the interwar 
years prevented a considerabie develop- 
ment of such servicing. Already a pro- 
nounced new trend has set in in that 
direction. 

The first major section of this discus- 
sion can be summarized by stating that 
agricultural credit needs to push forward 
along these six lines. Public credit is 
now in general in better position to do 
this than is private credit, and may make 
the most progress in these directions in 
the next decade or two. But in the end 
its contribution should largely be to dis- 
cover the ways and means and point the 
way for private credit to follow. 


Services 


Next after Action in our original classi- 
fication came Services. We concluded 
our last section by references to the possi- 
bilities of the supplying of such services 
by commercial agencies. It is to be ex- 
pected, however, that a large part of these 
services will need to be publicly provided 
in one form or another, especially in the 
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next few decades, and for part of our 
farmers. One of the major social dis- 
coveries of the 1930’s in this country was 
the efficacy of the use in combination of 
credit and such services as farm and 
credit planning and programming. In 
spite of many misuses of this procedure— 
especially on farms too low in produc- 
tivity to support any kind of rehabilita- 
tion loan—we have had demonstrated to 
us clearly that individual farm planning 
is more effective when it.is reinforced with 
the right kind of credit, and that loans 
are safer when based on such planning. 

At present, the services of planning and 
subsequent guidance and advice are tied 
altogether too exclusively to public credit. 
As a remedy for his, the writer made the 
following specific proposal in an article in 
the August 1945 number of the Journal 
of Farm Economics: 


‘That there be created in each county an 
agricultural credit committee of five or seven 
members that will undertake to secure the 
best possible use of credit in its county. This 
committee will have the services of persons 
competent to make farm production and 
improvement plans, building plans, and the 
like, that are to be offered as a basis for loans, 
these persons to be on the payrolls of the 
agricultural extension services, but specifi- 
cally assigned to do this work. These same 
persons will visit the borrowers when needed 
and offer suggestions as to the carrying out of 
these plans. In a majority of cases, these 
persons will devote their full time to this 
work. The committee will review the plans 
which they bring in, suggest revisions if 
needed, and decide what agency can handle each 
loan to best advantage, choosing between the 
private lending agencies operating in this 
county, the farm loan associations, the pro- 
duction credit associations, the Farm Security 
Administration, either its Farm Ownership or 
Standard Loans, and in some special situ- 
ations, Emergency Crop and Feed Loans, or 
Water Facilities loans. It should be the 
policy of these committees to let a private 
agency handle a loan if it wishes to do so 
under the loan terms which the committee specifies. 
This committee will absorb the committees 
now helping write Farm Ownership Loans 


and Standard Rehabilitation Loans. Its 
membership should include several farm 
operators, who in the main are members, but 
not officers, of farm organizations, one person 
with considerable banking experience, prefer- 
ably not a banker at present, and other highly 
regarded citizens of the county not now hold- 
ing public office. It may create some sub- 
committees to help it in distant parts of the 
counties. Its ex-officio secretary will be the 
county agent, or preferably an assistant 
county agent employed for this purpose. 

“The agricultural extension service will 
be responsible for the technical competence of 
the plans prepared, and for the guidance 
furnished in carrying them out, but not for 
any recommendations concerning the grant- 
ing or handling of loans. The committee will 
not be responsible in any way for the security 
of the loans accepted by any lending agency, 
but will keep fully informed as to the repay- 
ments on all the loans it has recommended. 

“It is assumed that the state extension 
service will need financial assistance in furnish- 
ing these technical services to the committees. 
Most of the timbered counties will need a full- 
time forester working on farm woodland plans. 
The expenses of the committees as such will 
be shared between the agencies served by 
them, including even the private agencies, on 
some equitable basis. 

“The actual details of operation of such 
an organization could be hammered out in 
conferences, tried out in the counties, and re- 
vised as need be until a reasonable degree of 
smoothness, regularity and harmony is at- 
tained.” 


Some may think that such a proposal 
is too formal. If so, the procedure could 


‘merely be to have the extension agent 


assist the farmer with his farm and credit 
plan and program and let him go to 
whichever agency he wishes to get his 
loan. 

Another major type of assistance that 
government will need to render, is to act 
as a standby in case of general business 
and agricultural depressions. But once 
most of the mortgage credit for agri- 
culture is on an amortization or variable- 
payment basis and intermediate credit 
is written with appropriate repayment 
schedules, the need for such standby 
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service will be greatly reduced. Also, 
if our present school of architects of full 
employment succeed in carrying out even 
half of their designs, the need will be 
still further reduced. But we cannot 
count too much on either of these ap- 
proaches in the next ten years, especi- 
ally with a land boom now almost in 
full flight. 


All of the foregoing types of servicing 
are particularly needed in regions de- 
pressed because of maladjustments in 
their production, like much of our 
cotton-growing territory and some of our 
wheat territory. The use of well-serviced 
credit to assist im the needed adjustments 
promises to be more effective and far less 
costly than the various forms of AAA pay- 
ments that have been miade. Sugges- 
tions have also been made in recent legis- 
lative proposals that government could 
properly furnish the kind of insurance of 
mortgages on farms that it is now pro- 
viding for urban home-owner mortgages. 


If the government had a hand in approv- 
ing of the loans when they were first made, 
it could engage to take them over if a 


mishap occurred later. Commercial 
banks could get their money out of them 
in a pinch. 

These latter proposals illustrate the 
way in which the services of the govern- 
ment can be used to increase really the 
scope of activity of private business. 


Education and Research 


My final proposition is that much of 
the servicing at government expense that 
has just been outlined, especially that 
having to do with farm planning and 
programming, should be greatly reduced 
in time by teaching the farmers how to 
make their own plans and programs. For 
adults, the education and servicing are 
best combined in one operation—the 
adults will learn how to make their plans 
and programs by the actual experience of 


making them for their own farms. The 
second time over, they will need much 
less help than the first time, and very 
little help of any kind after that—except 
that they be ‘supplied the best available 
data as to input-output relationships, 
markets and prices, cost and depreciation 
of equipment, and the like. 

Education of prospective farmers in 
farm planning and credit programming 
should be begun in the rural school, ex- 
panded in vocational courses in Smith- 
Hughes high schools, and developed 
fully in substantial courses in farm man- 
agement in the last year or two of agri- 
cultural college courses. 

The effective technique of instruction 
is the same at all three levels—to have 
the students make up budgets of the ex- 
pected cash receipts and cash expendi- 
tures of their home farms at the prices 
and wage rates expected in the coming 
year and for several possible alternative 
ways of organizing the farm business, to 
see which way promises the largest net 
income. They can estimate in this way 
the probable effect of such shifts as the 
following: 

Keeping milk cows that would otherwise be 
culled, or culling out more than formerly. 
Having more or fewer of the cows freshen in 
the fall. 

Increasing the acreage of alfalfa or of ladino 
clover. 

Buying additional, or less, concentrate for the 
dairy ration. 

Applying lime and phosphate to the pasture. 
Growing more corn and less tobacco or 
potatoes, or the reverse. 

Enlarging or contracting the poultry enter- 
prise. 

Buying baby chicks twice a year rather than 
once. 


Although farm budgeting should be 
taught on all levels of rural education, it 
should be taught much more simply and 
in less detail in the eighth grade than in 
fourth year in high school. Only in the 
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agricultural colleges in the third and 
fourth years can students be expected to 
do a thorough job of it. For example, 
not until feeds and feeding have been 
taught on the college level can rates of 
feeding of livestock and the composition of 
rations be systematically analyzed. The 
farm planning part of this operation con- 
sists, of course, of laying out a farm in 
fields arid crop rotations in such a way 
as to utilize its resources most effectively. 
Knowledge of soils and agronomy is 
needed for this—as a minimum, about 
the quota of knowledge of these that is 
taught in agricultural courses in rural 
high schools. The teaching of farm plan- 
ning should be undertaken in the fourth 
year in such schools. ‘The Smith-Hughes 
teacher should help his students make a 
map of the home farm of each student in 
his course, including a map of its soils and 
topography. A highly important part 
of such budgeting and planning is the 
preparation of plans for the use of credit. 
These grow right out of the budgeting 
and planning of the farm operations. 
High school courses in agriculture in 
counties with farm woodlands should also 
teach the rudiments of farm woodland 


management, including selective cutting, ’ 


reproduction, sustained yield, weeding 
and thinning. 

High schools in rural areas are likely to 
have the major responsibility for voca- 
tional agricultural teaching in the next 
several decades. They will train a large 
fraction of the future farmers of this 
country, and comparable schools will do 
the same in many other countries. This 
is about the level of education which the 
nation should plan for the rank and file 
of the farm operators of the next genera- 
tion. Agricultural education on this 
level often needs to be highly effective. 
It should provide a good foundation in 
the natural sciences, so that these farmers 
can read the bulletins and circulars pre- 


senting the results of the newest agri- 
cultural research; and courses in elemen- 
tary economics and farm management 
are needed—pointed towards enabling 
farmers to read and use current economic 
information. The emphasis should be 
on these rather than on teaching exactly 
how soils should be managed, livestock 
fed, or farms organized. The objective 
should be to teach how to apply principles 
and to use data, not to teach rules of ac- 
tion. The farm management courses 
should include training and practice in 
in making farm plans and preparing 
annual budgets. This should be the final 
stage in high school training for the oper- 
ation of farms. The other courses should 
provide the basic principles and ma- 
terials needed’ in preparing such plans 
and budgets. Other courses should pre- 
pare young farmers to deal similarly with 
the marketing and finance problems. 


More and more farmers of the future 
will be college graduates. The agricul- 
tural colleges can expect that more of their 
graduates wil! become farmers, and a smal- 
ler fraction of them become teachers, 
county agents, research workers, and the 
like. The colleges therefore need to give 
a type of training that fits young men 
for actual farm operation. This means 
stronger emphasis on training for farm 
management as such. Agricultural col- 
lege graduates should look forward 
to operating farms with gross incomes 
of $10,000 or more. At normal levels of 
prices for farm products in 1940, around 
75,000 farms would have had gross in- 
comes of $10,000 or more. Operators of 
farms of this size can derive great benefit 
from a properly balanced agricultural col- 
lege education or its equivalent. Many of 
these farmers will inherit their farms, al- 
though perhaps under a mortgage written 
to pay off the other heirs. ‘Those who do 
not should still make their plans with a 
view to developing at least a $10,000 busi- 
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ness. Gross incomes of $10,000 and up- 
ward, to $20,000 in many instances, will 
mean net incomes which, counting in the 
use of the house and the living obtained 
from the farm, are on a level with those of 
college graduates in other lines of activity. 

A necessary part of farm budgeting and 
planning is of course the keeping of the 
kind of farm records that would supply 
the data needed concerning the parti- 
cular farm being analyzed. Record 
books suited to this need are coming into 
more and more use—those distributed at 
Purdue University are a good example; 
also those of Michigan, Missouri, and 
Illinois. 

On the subject of research, very little 
will be said. If budget and planning 
analysis of the kind described is to give 
dependable conclusions, the farmers must 
have fairly good information on the fac- 
tors involved. For example, to decide 
about the size of the dairy herd, outlook 
information is needed on the prices of 
milk or butterfat and of feeds that must 
be bought; and, to decide on how much 


concentrate to buy, an estimate must be 
made as to the additional milk that will 
result. Part of the required information 
needs to be supplied by the agricultural 
experiment station and extension service 
in the state. Supplying such informa- 
tion is one of the most important duties of 
these agencies. If such information is to 
be fitted closely to conditions on any 
particular farm, however, a few simple 
records need to be kept on that farm. 
The schools should teach the keeping of 
these single records. 

It should now be clearly apparent that 
when education and research have done 
their full duty to the.future farmers of the 
United States, the need for servicing of 
credit by government, as well as by pri- 
vate agencies, will be very greatly re- 
duced, and private credit agencies will 
be able to furnish most of the servicing 
that is needed. The order of participa- 
tion of government in credit will then 
have become, as indicated at the outset, 
Education and Research first, Services second, 
and Action last. 





Rural Public Works: 
Part I—Needed Improvements and Useful Jobst 


By V. WEBSTER JOHNSON, JOHN F. TIMMONS and E. JAY HOWEN.- 
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i paces basic objectives tor which farm 
people are continually striving can be 
fully realized only in better living con- 
ditions tor tarm tamilies on their farms 
and in their communities. Better farm 
living conditions—on a parity with ur- 
ban living conditions—do not automati- 
cally emerge with increased farm income. 
Parity farm living conditions require or- 
ganized efforts ot tarm people to improve 
their schools, roads, hospitals and health 
centers, recreational tacilities, land re- 
sources, and other necessary pre-requi- 
sites to better living conditions on the 
tarms ot America. 

Proper planning ot public works is one 
significant means ot providing the physi- 
cal plant and tacilities upon which a con- 
siderable part of improved rural living 
must be based. Our rural public works 
experience, especially in the thirties, 
shows clearly that a better job could have 
been done in (1) meeting the urgent 
need of rural people for more and better 
rural improvements, and (2) in providing 
the unemployed with better work oppor- 
tunities. A great many roads, schools, 
and other worth-while rural projects 
were ccmpleted, but the lack of advance 
plans tor rural facilities often forced a 
resort to doles, work relief, and other 
makeshitfts for the unemployed. Further- 
more, inefficiency and waste frequently 
marred the more desirable projects. At 


{The term “public works” is interpreted to include all 
physical improvements that serve the public interest enough 
to warrant thei:' being financed and supervised in whole or 
in substantial art by public agencies—national, state, or 
local. Thus defined, public works range from the construc- 
tion of public buildings to erosion control on private land. 
This article discusses the major rural public needs and the 
employment producing-capacities of improvements to satisfy 
these needs. A second article, to appear in the May issue of 


a time when rural communities urgently 
needed hospitals, better educational tac- 
cilities, and other improvements, these 
practices were unfortunate. To be sure, 
the sheer weight of the unemployment 
problem and the lack of project plans 
excuses many of these mistakes. How- 
ever, past experiences should provide 
lessons for the future. 


Needs the Basis for Public Works 


All rural public works should be de- 
signed to meet real needs. In this dis- 
cussion needed improvements are con- 
sidered as those things carried out by 
public works programs that are in the 
best interest of rural communities and in 
the general public interest, and thus ful- 
fill a desirable social function without, 
for example, freezing rural population 
and resource uses in place when desir- 
able shifts may be required. This task 
cannot be fully accomplished without ad- 
vance planning. Furthermore, public 
works under way can be greatly ex- 
panded or new plans put into operation 
in proportion to the degree of advance 
planning, and thus help prevent un- 
employment or help stabilize the economy 
should unemployment threaten. 

The Nation’s rural community fa- 
cilities were relatively inadequate be- 
fore the war; then during the war de- 
ficiencies accumulated at a rapid rate. 


this Journal develops a positive program for overcoming ob- 
stacles to needed rural improvements. 

*Mr. Johnson and Mr. Timmons are agricultural econo- 
mists with the Bureau of Agricultural Economics, Washing- 
ton, D.C. Mr. Howenstine is an economist with the Na- 
tional Housing Agency, Washington, D.C. The opinions 
are those of the authors unless otherwise cited and not 
necessarily those of the agencies with which the authors 
are associated. 





RURAL PUBLIC WORKS 


Since hostilities ended, shortages of ma- 
terial and labor have prevented any real 
progress being made to make up for ac- 
cumulated deficiencies. Rural improve- 
ments were probably never more ur- 
gently needed than today. In the pro- 
cess of making improvements some of the 
Nation’s most worth-while jcbs come to 
mind; and it would be well if the carry- 
ing out of these improvements could be 
timed with fluctuations in the employ- 
ment cycle. 

Looking to their own welfare in the 
future, rural communities should take 
immediate steps to inventory needs for 
schools, roads, hospitals, health centers, 
recreational facilities; also desirable de- 
velopments regarding land, forest, and 
wildlife conservation, and other improve- 
ments. In this process attention might 
well be concentrated upon (1) improving. 
present facilities and providing new ones, 
(2) developing a long-range program of 
resource use and conservation, (3) build- 


ing up an integrated and substantial re- 
serve of plans for public works, and (4) 
fixing priorities on them so that they may 
be accelerated and postponed in response 


to employment conditions. Obviously, 
in many instances public facilities and 
developments should go forward regard- 
less of the employment situation. 


Nature and Scope of Improvements 


For purpose of this analysis, rural 
needs are divided into four major groups 
ot improvements: (1) improvements on 
public property of immediate benefit to 
rural people, such as roads and schools; 
(2) improvements on rural public lands 
of primary benefit for the entire Nation, 
such as conservation and development of 
forests, grazing lands, and wildlife; (3) 
improvements on private property ct 
major public interest, such as soil and 
forest conservation; and (4) regional re- 
source developments on both public and 
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private lands of direct effect upon the 
rural economy, such as irrigation proj- 
ects and watershed improvements. 

Improvements on Public Property Primarily 
for Rural people. Two major groups ot 
rural works on public property directly 
benefit rural people. One group consists 
of regular, well-accepted tunctions of 
government such as building and main- 
taining roads and schools. A second 
group includes such improvements as 
health centers and hospitals, both of 
which are in the process of emerging as 
public responsibilities. These groups are 
similar trom the viewpoints of the need 
and the public responsibility, but some 
ot the problems associated with effecting 
the improvements are significantly differ- 
ent. 

Roads.‘ Good roads are indispensable 
in modern society and are particularly 
necessary to rural communities because 
of the distances which must usually be 
traveled in marketing tarm produce, in 
buying necessary supplies, in delivering 
mail, in transporting children t» and 
trom schools, in going to church, and in 
obtaining medical and hospital care. 

In estimating the need tor rural roads, 
traffic density has become a well-accepted 
standard of measurement. The Public 
Roads Administration, as a result of their 
numerous traffic surveys, concludes that 
roads carrying ten or more vehicles per 
day deserve some type of surfacing, the 
kind and quality of surfacing depending 
upon the density of traffic. But about 
300 thousand miles of rural roads, 
carrying less than 10 vehicles per day, 
should be improved through grading 
and drainage. The remaining rural 
roads carry too tew vehicles to warrant 
more than an occasional grading. An 
improvement program tor rural roads 
based on these standards of development 


1 Estimates based upon unpublished data furnished by 
the Public Roads Administration, Federal Works Agency. 
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would cost in the neighborhood of 12 
billion dollars. 

An additional 100 thousand miles of 
roads in rural areas (outside metropolitan 
areas) used primarily for cross-country 
and inter-city travel would cost an ad- 
ditional 8 billion dollars if they are to 
reach a reasonable standard ot achieve- 
ment.’ 

At the prewar rate of road expendi- 
tures it would be many decades betore an 
adequate rural road system would be 
completed according to this standard. 
Assuming that if plans were completed 
in advance and appropriations were 
available tor expanded highway construc- 
tion, the road program could be de- 
veloped at a considerably accelerated 
rate if labor and material resources are in 
danger ot being wasted through unem- 
ployment. 

Schools.* Rural schools throughout the 
United States are grossly inadequate in 
meeting present-day educational needs. 
Two criteria may be used in estimating 
needs tor rural schools. First, rural 
school tacilities should be brought up to 
the amount and quality of those now 
enjoyed by urban children. Second, 
adequate school facilities should be pro- 
vided to all rural children between the 
ages of 5 and 17 inclusive. Untortu- 
nately, present rural schools fall tar short 
of these standards. The inferior state 
of rural education, of which lack of ade- 
quate school facilities is a significant 
cause, is clearly shown by the tact that 
rejections of rural youth by Selective 
Service tor illiteracy were four times the 
urban rejection rate. 

The prewar value of urban school ta- 
cilities per pupil was more than double 
that per rural pupil—405 dollars com- 


2 All cost estimates throughout this article are :nade in 
terms of 1940 prices to avoid using the extremely high prices 
prevailing during the War and the immediate postwar years. 

3 Estimates used in this section are based upon Statistics 
of State School Systems, 1939-40 and 1941-42, U.S. Office of 
Education and also upon the 1940 U.S. Census of Population. 


pared with 185 dollars. Moreover, sub- 
standard rural school facilities are not 
without grave effects on city people, since 
over one-half of the rural youth mi- 
grate to cities. Around 5 billion dollars 
ot school facilities are needed it the rural 
school system is to be brought up to these 
standards. Of course, physical facilities 
are only part of the picture. Services of 
adequate teachers and instructors—ade- 
quate in numbers and in training—would 
boost this estimate decisively, but this 
article is limited to needs for physical im- 
provement. 

Hospital and Health Centers.4 In the 
field ot rural health, facilities are even 
less adequate than in education. Where- 
as 12 out of every 100 farm boys were re- 
jected on account ot illiteracy, 41 out of 
every 100 were rejected tor physical 
reasons, most of which evidently could 
have been prevented by proper health, 
care and facilities. This fact has cen- 
tered national attention on the need for 


public action to improve the health ot the 


rural youth ot the Nation. Rural coun- 
ties—those having a population center ot 
not over 10,000 and which do not border 
a metropolitan area—average less than 
1.5 general hospital beds per thousand 
people. Health authorities estimate that 
it would take 4 general hospital beds per 
thousand people to provide reasonably 
adequate rural hospital facilities. ‘There 
are 1,200 counties—practically all rural 
—with a total population in excess of 15 
million that contain no recognized hos- 
pital facilities whatsoever. Applying the 
4-bed standard to the rural population 
gives a deficiency of 70 thcusand general 
hospital beds which, at a cost: of 6 
thousand dollars a bed, would total 420 
million dollars ef expenditure. 


For purposes of these estimates, “rural’’ refers to popu- 
lation centers of less than 2,500 people. 

4 Estimates in this section are based upon information 
obtained from the U. S. Public Health Service and the Office 
of the Chief Medical Officer of the Farm Security Adminis- 
tration, Washington, D. C. 
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But general hospital needs are not all 
of the health picture. Mental hospitals 
require 2,000 more beds and tuberculosis 
hospitals require 23,000 more beds in 
order to provide adequate facilities for 
the rural population. The total cost of 
meeting these special requirements, to- 
gether with the general hospital needs, 
would run over three-fourths of a billion 
dollars. 

Of course, part of these needs will be 
supplied through private developments, 
but much public participation at muni- 
cipal, county, regional, and state levels— 
including a certain amount of federal 
aid—will be necessary to reach the above 
levels of attainment within a reasonable 
time: The cost of adequate hospital fa- 
cilities may seem rather small when com- 
pared with those for roads and schools; 
however, operating costs for doctors, 
nurses, and technicians are much larger 
in relation to physical plant than they are 
in regard to either schools or roads. 


Closely related to the need for hospital 
facilities is the need for health centers to 
house local departments of health, spe- 
cial clinics, and other necessary functions 
of an adequate rural health program. 
Assuming that one health center is needed 
for each public health administration 
district including a minimum of 50,000 
rural people as established by the Public 
Health Service, and that, in addition, an 
average of one and one-half subcenters 
per district is needed to serve people 
living away from the main center, ap- 
proximately 845 central health centers 
and about 1,200 subcenters are needed. 
They would cost in the neighborhood of 
100 million dollars. 


Sanitation and Water Facilities. Rural 
sanitation facilities have been substan- 
dard for many years. The Public Health 
Service estimates that 7,670 rural com- 
munities of between 200 and 5,000 popu- 
lation, covering an aggregate population 


of 4,434,000, need new sewerage systems. 


In addition, 2,036 rural communities with 


an aggregate population of 3,652,000 are 
estimated to require a sewage-treatment 
plant to supplement existing sewerage 
systems. The total expenditures required 
for towns and villages of less than 5,000 
population is almost a half-billion dollars. 

The Public Health Service estimates 
that new public waterworks are needed 
by 589,000 people living in 4,709 rural 
communities of less than 1,000 popu- 
lation. Additional expenditures are 
needed for the extension and improve- 
ment of existing water facilities in rural 
areas. This gives an estimated com- 
bined rural water-supply need of a quar- 
ter of a billion dollars. 


County Agricultural Buildings.* County 
agricultural buildings are another type of 
public facilities wanted in many rural 
communities. Most farm people are 
familiar with the inconvenience and 
waste of time that results from govern- 
ment agricultural offices being scattered 
throughout the county seat. A central 
building would appear to be desirable 
when three or more agricultural offices 
in the same town are without adequate 
housing. Of the Nation’s 3,000 agri- 
cultural counties, an estimated 2,500 
have three or more agricultural offices 
that do not have satisfactory housing. 
At an estimated average cost of 60 thou- 
sand dollars per building, a total cost of 
150 million dollars would be involved. 


Many other types of improvements 
on public property are needed, such 
as courthouses, post offices, community 
buildings, and libraries; but the informa- 
tion that is available does not permit 
making adequate estimates. In plan- 
ning county facilities it is necessary to 
avoid the building of structures in a 

5 Estimates in this section are based upon information 


provided by the Office of Plant and Operations, U. S. 
Department of Agriculture. 
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manner or in a situation that will inter- 
tere with desirable adjustments in local 
government. 

Improvements on Public Property for Na- 
tional Benefits.© ‘The second broad cate- 
gory ot public works includes those types 
ct projects on public lands which are used 
to a greater or lesser extent by rural 
people but which are constructed pri- 
marily in the interest ot the Nation as a 
whole. In this category come improve- 
ments in our basic natural resources— 
soil, torest, range, and recreation. 

It is difficult to express the need tor 
improvements in natural resources in 
quantitative terms. This is partly be- 
cause of limited intormation about the 
needs on public lands, but more to the 
lack of agreement among experts as to 
just what constitutes reasonably ade- 
quate standards in a particular type of 
improvement. Furthermore, much of the 
information does not distinguish between 
conservation and development needed 
on public lands and on private lands. 

There is little doubt of the need for an 
extensive program for the expansion and 
development of public forests. Even be- 
fore the war the drain on saw-timber ex- 
ceeded annual growth by 50 percent. 
The wartime drain was almost double 
the growth. Moreover, there is likelihood 
that forest-product requirements will con- 
tinue to be high. A comprehensive 
forest improvement and restoration pro- 
gram calls for such activities as tree plant- 
ing, stand improvement, reduction of 
fire hazard, and protection of watershed. 

Similar rehabilitation is called for on 
public range lands. Included among 
the principal types of needed conserva- 
tion measures are reseeding, water de- 
velopments, fencing, driveway and train 
construction, and control of noxious 


6 The Soil Conservation Service, the Forest Service, and 
the U. S. Department of the Interior furnished much of the 
information upon which this section is based. 


plants and animals. In fish and wildlife 
conservation, needed activities include 
construction and expansion of fish hatch- 
eries, restoration of marsh areas for water 
fowl and fur animals, increasing facil- 
ities for game stocking, control of pred- 
atory animals, and noxious plants, im- 
provement of food and cover for game 
birds and animals, and control of harm- 
ful pollution of waters and wildlife areas. 
Another type of public works that is 
likely to be of great importance in the 
future is providing reasonably adequate 
recreational facilities for the Nation, par- 
ticularly as the work week is more gen- 
erally shortened and more leisure time 
is available. Most of the national re- 
sources for satisfying recreational de- 
mands fcr urban as well as rural peuple, 
excluding such projects as playgrounds 
and swimming pools, lie in rural areas. 
Students of recreation estimate that an 
additional 4 million acres should be in 
state parks. At present, apparently 
more than 21 million acres are in the 
National Park system; several million 
additional acres should ultimately be 
acquired to round out the system. Ap- 
proximately 1,300 miles of parkway, 
either completed or in various stages of 
completion, are found throughout the 
country. The Park Service estimated 
that it would take an additional 10,000 
miles of parkways to complete an ade- 
quate system of national parkways. 
Finally it is estimated that public recre- 
ation would justify the acquisition and 
development of strategic portions of the 
shoreline along the Great Lakes, the 
Gulf of Mexico, and the Atlantic and 
Pacific Oceans. The achievement of 
these facilities is chiefly a matter of ob- 
taining the means and authority to buy 
the land and develop the areas.” Cost es- 
7 For further discussion of recreational needs see Public 
Works and Rural Land Use, National Resources Planning 


Board, September 1942; also Recreational Use of Land in the 
United States, National Resources Planning Board, 1939. 
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timates for making these improvements 
on public property for national benefit 
are, by and large, included in the follow- 
ing sections on land resource conserva- 
tion and development and regional re- 
source development. 

Rural Improvements on Private Land. 
Rural improvements that are sufficiently 
affected with a public interest to warrant 
undertaking them as public works on 
private lands logically break into two 
major groups. The first group—land 
resource conservation and development 
—has been clearly recognized as an es- 
tablished part of public policy. The 
second group—farm facilities affected 
with public interest, such as sanitation 
and rural slum clearance projects—has 
not yet been so definitely recognized as 
a public responsibility nor have the 
methods of public participation been so 
well developed. To what extent the 
needs for resource ccnservation and farm 
facilities are properly a matter of public 
concern and to what extent they will be 
undertaken as public works cannot be 
definitely stated. It will depend on 
several factors, such as the rapidity with 
which the public wants to see rural im- 
provement take place, the thinking of 
the people at the time as to what con- 
stitutes public interest, and the level of 
employment in private industry. Even 
though it is impossible to draw a clear 
line between what is strictly private and 
what is directly affected with a public 
interest, the job of public works on pri- 
vate property is large enough to warrant 
special attention. 

Land Resource Conservation and Develop- 
ment.’ Private land resources offer tre- 
mendous opportunities for public works 
provided the Nation’s land programs are 
expanded and developed so as to use pub- 


* Estimates in this section are based upon information 
provided by the Soil Conservation Service and the Forest 
Service. 


lic works as an integral phase of the 
improvement of rural resources. As a new 
country endowed with a great wealth of 
resources, it was natural to turn to very 
exploitative land use practices in our 
earlier years. The droughts and floods 
of the 30’s, and the extra heavy drain on 
the land occasioned by the World Wars, 
further reduced the productivity of the 
Nation’s soils and forests. ‘The Soil Con- 
servation Service estimates that more 
than 300 million acres of farm lands have 
been and are being damaged by prevent- 
able erosion. This includes 50 million 
acres of former cropland forced out of 
production because.of excessive erosion; 
50 million acres so severely damaged that 
they invite abandcnment; 100 million 
acres that have lost one-half the topsoil 
through erosion; and 100 million acres 
that are now losing their topsoil inch by 
inch. In range areas the deterioration of 
vegetative cover has so exposed the soil 
to high winds and dashing rains that 
over half of the range now has appreci- 
able erosion. 

In regard to the forest situation, about 
80 percent of the 462 million acres of 
commercial forests is cut-over second 
growth, much of which is only partly 
productive. Some 77 million acres are 
so severely devastated as to require 
planting. A great deal of the remaining 
old-growth timber is economically un- 
available. The total stand of saw-timber 
is steadily shrinking; it declined almost 
40 percent in the 30 years preceding 
1938. Furthermore, destructive cutting 
and heavy inroads of fire, insects, and 
diseases have seriously depleted the 
timber-growing stock and adversely af- 
fected watershed and other values. 

Many land resource developments will 
be made by private landowners; others 
will be made by the private landowners 
in cooperation with government; still 
others will be carried out largely at 
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government expense; and, if past experi- 
ence is an indication of future policy, a 
considerable part of the public expendi- 
tures will be made through some type of 
a rural public works program. This 
might involve as much as 8 to 10 billion 
dollars of public funds over a period of 
years. 

Farm Facilities Affected with Public Inter- 
est.2 Another large area of rural im- 
provements that vitally affects the public 
welfare includes safe drinking water, 
sanitary waste disposal, decent housing, 
and similar types of facilities. "The pub- 
lic has failed to assume the same degree 
of responsibility for maintaining mini- 
mum health, sanitaticn, and housing 
conditions in rural areas as it has in urban 
communities. One reason, undoubtedly, 
is that the need in large cities is highly 
visible, while in rural areas substand- 
ard conditions are diffused through- 
out the countryside. Furthermore, these 
facilities are generally an integial part of 
the farm as an operating unit, while in 
the city they are usually divorced from 
employment opportunities of the user. 

Considerable study has been given to 
some cf the improvements needed in this 
field. Between 50 and 75 percent of the 
rural home water supplies (wells, cisterns, 
and springs) have serious sanitary defects. 
On this basis, around 5 million rural 
homes need new or improved water sup- 
plies to provide them with safe drinking 
water. 

The 1940 Census revealed that 8% 
million rural homes have only outside 
toilets, 50 percent of which are unsanitary 
and should be replaced. According to 
the Census an additional 800,000 rural 
homes are without toilet facilities of any 
description. On the basis cf these esti- 

9 Estimates in this section are based upon information 
provided by the U. S. Public Health Service, the Office 
of the Chief Medical Officer of the Farm Security Adminis- 
tration, and from ‘The Farm Housing Problem,”’ Interbureau 


Committee on Postwar Programs, U.S. Department of Agricul- 
ture, Washington, D. C. 


mates, over 5 million farm homes need 
improved sewage disposal facilities to 
meet minimum sanitary conditions. Pub- 
lic works programs in pre-war years 
built approximately 3 million sanitary 
privies and capped thousands of unsani- 
tary wells on private land in the interest 
of public health. 

Slum housing, for the most part, has 
been associated with cities, and compara- 
tively little thought has been given to 
rural housing conditions. Yet dwellings 
on farms, as shown in the 1940 Census, 
are decidedly inferior to those of urban 
families. For example, 16 percent of the 
farm homes are overcrowded (over 1.5 per- 
sons per 100m) compared with the urban 
rate of 6 percent; only 31 percent of the 
farm homes have electricity compared 
with 96 for urban homes, and only 18 
percent have running water compared 
with 94 for urban homes. The main 
difference between farm shacks and city 
slums is that dilapidated, undersized, 
weatherbeaten, and ramshackle dwell- 
ings scattered over a wide area are less of 
a public eyesore than are the slums in a 
city. A recently completed analysis of 
1940 Census data made by the United 
States Departincnt of Agriculture reveals 
that around 2,800,000 farm dwellings 
are so small or dilapidated that they 
should be replaced, and an additional 
2,100,000 require repairs or enlargement 
to mect minimum housing standards. 

Available information does not permit 
a cost estimate for farm facilities affected 
with public interest. This lack of in- 
formation, however, docs not prevent 
giving consideraticn to this important 
area of rural improvements, an indeter- 
minate segment of which can be achieved 
only through the medium of rural public 
works. 

Regional Resource Development 

Discussion of rural public works would 
be incomplete unless it recognized the 
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significance of regional resource develop- 
ment projects such as are now under way 
in the Tennessee Valley, Columbia River 
Basin, California’s Central Valley, and the 
Missouri River Basin. ‘The series of des- 
tructive floods that swept down many of 
the river basins during the 30’s, the re- 
peated loss of crops by droughts in many 
areas, the abundance of water going to 
waste in undeveloped areas, dust storms, 
and the accompanying human suffering 
and social costs, have awakened the 
American conscience to the fact that a 
nation cannot follow a policy of indiffer- 
ence and reckless exploitation of its natu- 
ral resources without suffering the conse- 
quences. 

The problem is essentially one of de- 
veloping regional water and land policies 
that will overcome these serious wastes 
and restore our natural resources to a 
healthy, balanced relationship. Particu- 
larly does this call for a harnessing of the 
Nation’s river valleys in an integrated 
conservation program and the develop- 
ment of. water power and navigation 
potentialities to the fullest possible degree. 
Dealing with river basins, however, runs 
into special problems. For one thing, 
the water flows across several states so 
that no single local government unit or 
private enterprise can tackle the job; for 
another, a balanced rehabilitation of an 
entire river basin calls for some kind of 
integrated effort among the many differ- 
ent national, state, and local agencies 
that now operate in the basins. Regional 
resource development, therefore, appears 
to call for a new method of attack in line 
with the nature of the problem. 

There is no agreement on the exact 
magnitude or need for regional resource 
development except that it will require 
decades to complete. Expert opinion as 
to the amount of public investment that 
can be profitably put into a long-range 
program of regional development within 





the next 20 years ranges from 20 to 50 
billions of dollars. After reviewing the 
problem, Alvin H. Hansen and Harvey 
S. Perloff estimate that a thorough-going 
developmental program would call for 
an expenditure of 2 billion dollars a year 
for the next generation.'° This partially 
duplicates estimates on other needs that 
have been discussed in this paper, parti- 
cularly those relating to land develop- 
ment. But a considerable part of re- 
gional development such as reclamation 
does not appear in previous consider- 
ations. 


Relative Importance of Different Needs 


All in all, between 50 and 75 billion 
dollars of public and private expenditures 
are needed to provide a reasonably ade- 
quate level of rural improvements of a 
public and semi-public nature. The 
precise amount of the outlay will depend 
upon length and period over which the 
improvements are made as well as the 
level of social investments demanded by 
society. To date, this trend has been 
upward and is likely to continue so. 

Obviously, all of these needs are not 
equally important. Some are much more 
urgent than others. Relative importance 
of the several rural needs necessarily 
depends upon the situation in which 
alternative needs are appraised. In the 
final analysis local people and the state 
and federal agencies are responsible for 
rural improvements and for meeting 
future needs. It is more and more 
generally believed that farm families are 
entitled to a comparable share of the fa- 
cilities and services to which most city 
families are accustomed. Any well- 
rounded farm program should provide 
for making available to farm people ade- 
quate services and facilities offered by 
state and federal governments. 


10 Alvin H. Hansen and Harvey S. Perloff, Regional Re- 
source Development, National Planning Association, 1942, p.35. 
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In this article, no attempt has been 
made to survey the services which would 
have to complement rural facilities. For 
example, in the case of roads, the physi- 
cal improvements would largely meet 
the entire need. In the case of hospitals 
and health centers the physical improve- 
ments represent a relatively small part 
of the total cost, which also includes the 
services of doctors, nurses, technicians, 
and includes medicines and supplies in 
addition to the physical plant. 


Employment Aspects of Rural Public Works 


There is another aspect of rural public 
works—the employment aspect—which 
is of equally great concern to rural people. 
Needs and jobs may appropriately be 
considered parts of the same whole since 
needs give rise to jobs and jobs turn needs 
into completed improvements. There 
are at least two good reasons why rural 
people are vitally concerned with the 
employment side of rural public works. 
First, unemployment bears a very close 
and depressing influence upon farm in- 
come.'! Second, employment character- 
istics of rural public works are well 
adapted to providing useful emergency 
work should unemployment threaten. 

Rural public works have five main 
qualities that make them especially 
adapted to providing employment. In 
the first place, the need for rural im- 
provements is widely distributed through- 
out the Nation. There is hardly a 
county in the United States that does not 
need urgently one or more kinds of rural 
improvements. Then many rural pub- 
lic improver-ents are composed of numer- 
ous small projects or are divisible into 


11 This is demonstrated by the striking relationship be- 
tween farmers’ income and unemployment from 1929 to 
1944. When unemployment rose to almost 14 million 
people in 1932 and 1933, net income of persons on farms 
dropped to less than 3 billion dollars—the lowest level since 
farm-income records were begun in 1910. When unemploy- 
ment fell to less than a million people in 1943 and 1944, net 
farm income climbed to 14 billion dollars—an all-time high. 


small workable units. This character- 
istic gives a degree of flexibility to rural 
public works programs that is lacking in 
most urban construction. 

Furthermore, many projects such as 
soil, forest, or range conservation do not 
require the elaborate plans and specifi- 
cations that are needed in heavy con- 
struction work. The Civilian Conser- 
vation Corps, for example, was the first 
public improvements program launched 
by the Roosevelt Administration in April 
1933. Within two months a quarter of a 
million young men had been selected and 
were enrolled in camps.'? By contrast, 
the Public Works Administration, aimed 
at stimulating heavy construction, was 
net established until July 1933; and it 
was 18 months before 100,000 men were 
given direct employment, notwithstand- 
ing the’ fact that the PWA had far greater 
appropriations than the CCC. 

As many rural works projects can be 
broken up into small units, they can be 
readily accelerated or tapered off to fit 
employment conditions without any con- 
siderable loss of efficiency. This is not 
the case with heavy types of construction. 
Furthermore, many rural improvements, 
without a lowering of the quality of the 
project, create more direct and immedi- 
ate man hours of work per dollar of ex- 
penditure than do heavy construction 
projects. ‘This is due to the fact that less 
equipment and materials are needed— 
more of each dollar goes into direct labor. 
For instance, the labor requirements of 
land development work, such as soil con- 
servation, forest cultural work and range- 
land improvement, run in most cases to 
70 percent of total costs, and sometimes 
more. The cirect man hours created per 


To the extent that rural public works can furnish jobs to the 
unemployed, they will aid in bolstering farm income through 
providing the unemployed with purchasing power. 

12 Statement of the Director of Emergency Conservation Work 
Covering the Activities of the Civilian Conservation Corps during the 
Four-year Period from April 1933-April 1937, Civilian Conser- 
vation Corps, p. 7. 
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$10,000 of expenditure in 1940 prices 
average between 12,000 and 18,000 for 
land development types of work as com- 
pared with an average of between 2,500 
and 5,000 man hours for construction of 
schools, hospitals, and similar types of 
projects. 

Rural public works can make a real 
contribution to full employment if they 
are properly planned, timed, financed 
and administered. Major rural needs 
inventoried in this article would require 
around 50 to 75 billion dollars of public 
and private expenditures to bring them 
up to reasonable levels of adequacy. On 


the average, approximately $3,000 of ex- 
penditures are required to create a man- 
year of employment in rural improve- 
ments. Thus, the expenditure of from 
50 to 75 billion dollars for rural improve- 
ments over the next several decades 
would create around 18 to 25 million 


man years of work. On-site empley- 
ment created by public improvements, 
however, is only half the story for maiiy 
man hours of employment are created gf 


the site of employment in producing and | 


transporting the materials and equjp- 
ment. Assuming conservatively that! as 
many workers are employed off-site5as 
on-site per dollar of expenditure, another 


18 to 25 million man years of work would, 
be created in raising rural public facili-’ 


ties and resources to the standard of ade- 
quacy recommended by various agencies. 

Although rural, along with urban, pub- 
lic works can play a strategic role in 
stabilizing employment, it should be 
pointed out that they have definite limi- 
tations in the amount of work that can be 
provided at efficient rates of production. 
Public works should be considered as 
only one of the several means of dealing 
with unemployment. 


J 


—— 
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Another Milestone in Regulation 
By GEORGE O. MAY* 


I 


N January 28, 1946 the Supreme 

Court of the United States upheld the 
decision of the Federal Communications 
Commission in the matter of the New 
York Telephone Company. The Com- 
mission had found that ceriain acquisi- 
tions of property, largely instruments, 
from Amcrican Telephone & Telegraph 
Company in the years 1925 to 1928 re- 
sulted in the introduction of ‘‘inflation- 
ary” elements into the asset accounts of 
New York to the extent to which the pur- 
chase price exceeded the net amount 
carried on the books of American in 
respect of the property purchased from 
it, i. e., cost less the relative depreciation 
reserve. It also found that no part of 
this ‘inflation’ had been removed by 


the operation of the depreciation system 


subsequent to the acquisition. It, there- 
fore, ordered the elimination of the in- 
fiation fron the books. Since most of 
the property had gone out of service the 
actual entry ordered to be made was 
substantially a charge to Earned Surplus 
and a credit to Depreciation Reserve, an 
anomalous result since it was not denied 
that the Depreciation Reserve was ade- 
quate for all needs. © 

This decision may be regarded as the 
latest of a series of important decisions 
marking changes in regulatory policy 
that began in 1898 with Smyth v. Ames, and 
in which Southwestern Bell Telephone Co. v. 
Missourt Public Service Commission, 1923; 
Lindheimer v. Illinois Bell Telephone Co., 
1934, and American Telephone © Telegraph 
Co. v. U.S. , 1936, are milestones. 

So regarded, the decision of the Com- 
mission that was upheld by the Court is 


* New York City. 


unpleasantly reminiscent of political state 
trials. A new ideology has triumphed 
and those who successfully opposed it in 
the past are called to the bar and told that 
the new ideology was always the only 
true one, and that those who conformed 
to the old, even when it was the unques- 
tioned law of the land, did so at their 
peril and must now have their acts judged 
according to the new dispensation. For- 
tunately, corporate rights and not indivi- 
dual life and liberty were at stake. But 
this perhaps means only that the real 
significance of the case lies not in the 
direct results but in its effects on cur 
institutions and way of life. 

In considering the work of the regu- 
latory commissions a sharp distinction 
should be drawn between the correction 
of abuses which never had any sanction in 
law and gocd practice and attempts to 
judge past actions according te new con- 
cepts of the rights cf those who provide 
public utility service. ‘The warmest ap- 
proval of the former is not inconsistent 
with a refusal to condone the latter. The 
present case falls in the second category 
and it can, therefore, occasion no surprise 
that the Commission relies cn skill in se- 
mantics and imaginative portrayals of evils 
not disclosed in the case that might, it is 
implied, have resulted from the doctrines 
now condemned, to support its decision. 
It may well be that the indignation of 
the Commission was excited by memories 
of the success with which the Bell System 
for many years prior to 1935 sustained in 
the courts its claim to include straight- 
line depreciation charges at high rates in 
its Operating expenses though insisting 
that only observed depreciation should be 
deducted in the determination of the 
rate base. But this resentment does not 
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justify either the treatment as improper of 
acts that were in full accord with law and 
accounting principles at the time when 
they were performed, or a present entry 
which borders on accounting absurdity. 


II 


The issues involved related to corpo- 
rate cost, original cost, fair value and 
depreciation. The present writer has, 
for more than forty years, believed that 
on the whole prudent investment, justly 
determined, afforded a better approach 
to the rate base than fair value; that 
straight-line amortization, though not 
scientific, was practically wise, and that 
in regulation the treatment of deprecia- 
tion or amortization in determining the 
rate base and the cost of operation, 
respectively, ought to be co-ordinated. 
He, however, finds no justification for the 
present decision in these doctrines or in 
the famous minority opinion in the South- 
western Bell Telephone Company case. 

It seems to him clear beyond question 
that in this case the Commission asserted, 
and misused, a power independent -of, 
and unrelated to, its powers to prescribe 
a uniform classification, to interpret 
that classification and to require re- 
classification of past accounting in ac- 
cordance therewith. The new power 
asserted is the power to hold that entries 
made before the Commission was created 
were improper, in complete disregard 
of the regulatory law and practice, the 
criteria of value, and the general account- 
ing principles of the time when the en- 
tries were made and in disregard also of 
its present classification. 

This assertion of power was not dis- 
guised by the Commission even if it was 
not obtruded. ‘The Commission, as re- 
ported in 52 PUR (NS) said (p. 115): 


“This Commission does not understand that 
it would be bound by such an accounting 
requirement of the Interstate Commerce 


@ 
Commission as that which New York con- 
tends herein to have existed.” 


Again (p. 117) the Commission said: 


‘Since the entries made at the time of the 
four property transfers involved herein were 
improper, New York should have eliminated 
them and corrected its books before reclassify- 
ing its accounts in 1937. The part played by 
the new Uniform System of Accounts effec- 
tive in 1937, and the reclassification require- 
ments thereunder, was simply to call attention 
to an impropriety in accounts which should 
have been corrected even if the new system 
had not gone into effect.” 


Earlier it had said (p. 111): 


“The passage of time can lend no sanction to 
improper accounting. Whenever errors in ac- 
counting are discovered they should be cor- 
rected. The inflationary write-ups found 
herein should never have been recorded in 
New York’s asset accounts, and should now 
be forthwith eliminated from New York’s 
accounts.” 


In the end the Commission justified a 
verdict which required a company that 
had followed an extremely liberal straight- 
line depreciation policy to increase 
its admittedly adequate reserve on the 
ground that to do otherwise would be 
to “forgive” the appellee for its improper 
acts. For what acts it may be asked? 
For following the law of the time in- 
sicad of anticipating the law of the fu- 
ture? For failure to transfer property 
to its subsidiary for a sum that would 
have been less than the sum by which its 
own rate base was reduced and that of 
the transferee was increased at the time 
and probably, in the, case of instruments, 
would have been less than the amount 
includible in the rate base today under 
a proper application of the Commission’s 
own regulation? 

No one reading the arguments by 
which the Commission has sought to 
prove that the entries in question were 
in pari inflationary (according to its ad 
hoc definition of that word) and fictitious 
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can fail to recognize in them the Com- 
mission’s thinking of today rather than 
the dominant thought of the years 1925 
to 1928 when the entries were made. 
The arguments reflect an unwarranted 
extension of the view expressed in the 
minority opinion in the Southwestern Bell 
Telephone Company case—not that of 
the majority opinion which laid down 
the applicable regulatory law of the day. 
It is as if the Commission said: The 
minority opinion in that case was always 
right and it is our function to make effect- 
tive nunc pro tunc that minority opinion as 
we now interpret it. In the end it goes 
much further than that. 


Ill 


The elements of the case that were 
deemed material by the Commission were 
few and simple, viz.: 


1. The transactions were between affiliated 
companies. The fact that the transferor 
owned all the common stock of the transferee 
was not essential to the decision or to the ap- 
proval thereof. The same decision would 
have reen reached if a large minority interest 
in the common stock of the transferee had 
existed. 

2. The newvalue on which the price was fixed 
was in excess of recorded cost to the transferor. 


3. The deduction from new value made in 
fixing the sale price was less than the depreci- 
ation reserve in respect of the property on the 
books of the transferor at the time of the 
transfer. 


If the Commission had been exercis- 
ing its power to require reclassification a 
further determination would have been 
absolutely necessary, namely; the amount 
ot “the appropriate reserve requirement 
for depreciation and amortization” at 
the date of the transfers. By omitting 
(evidently of set purpose) to determine 
this requirement the Commission clearly 
undertook to go outside its powers to 
require reclassification. 


IV 


However, when the case came before 
the Supreme Court that body said: 


**It is not necessary to decide whether the ac- 
counting entries, when made, were legal 
under the system promulgated by the Inter- 
state Commerce Commission; for we think 
the order in review was not based exclusively 
upon that premise. It is true that language 
in the Commission’s report, when read out of 
context, might be taken to lend support to 
appellee’s position. But the report, read as 
a whole, shows that the Commission’s order 
for the readjustment of the accounts went on 
the view that the inflation was not justifiable 
in the light of its own original cost system of 
accounts. The Commission may have thought 
as an alternative ground for its decision, that 
the accounts were illegal when made; but 
the principle foundation of the order was that 
appellee was legally subject to the requirefnent of 
restating its accounts on the basis of original cost; 
and consequently any excess on its books over 
American’s net book cost must be elimi- 
nated.” (Emphasis supplied.) 


If this interpretation of the Commis- 
sion’s action is compatible with the lan- 
guage of the decision, despite the passages 
above quoted therefrom, it is wholly in- 
compatible with the action of the Com- 
mission particularly in so far as the treat- 
ment of depreciation is concerned. 

The attitude is made even clearer in 
the decision of the New York Commis- 
sion which sat in a joint hearing with the 
Federal Commission and whose ‘“con- 
clusions” begin with the statement: 


“The accounting which was followed by N 
Y T for the property acquired from A T 
& T in the years 1925 to 1928 was wrong in 
principle, contrary to public policy and was 
done in violation of the Uniform System of. 
Accounts prescribed by this Commission.” 


Vv 


Both Commissions moved easily from 
the facts they deemed material to their 
conclusions. All that was necessary to 


fill the gap was a definition of ‘‘in- 
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flation.” ‘The way in which the need 
was met is more frankly stated in the 
New York Commission’s decision. That 
body said: 


‘“‘For the present purpose ‘inflation’ is desig- 
nated as the excess of the consideration paid 
by N Y T over the book cost to A T & T 
minus its related reserves.” 


There is no attempt to relate this defi- 
nition to dictionary definitions of the 
word. Once it has been adopted the 
conclusion follows with Euclidean in- 
evitability. The issue remains whether 
the definition is appropriate and it may 
be doubted whether this is an accounting 
rather than a legal question. 


VI 


On the basis of the law, regulatory 
practice and generally accepted account- 
ing principles prevailing in the years 1925 
to 1928 it seems clear that the entries were 
not improper in so far as they were based 
on the new value of the property rather 


than on its cost to the transferor. The 
accounting duty of a corporation in re- 
spect of assets acquired by it is to record 
them at cost to it (as the Interstate Com- 
merce Commission’s classification of 
1925-8 required) unless there is reason 
to believe that the fair value of the assets 
is less than cost. This duty is not af- 
fected by the fact that the transferor of the 
property is an affiliate. 

As Commissions have frequently urged, 
the value of assets devoted to the public 
service is largely, if not wholly, deter- 
mined by the amount includible in the 
rate base in respect of them (assuming 
that the utility is able to earn a fair re- 
turn on its rate base). By the transfers 
under consideration the rate base of New 
York was increased and that of American 
was reduced by amounts which were not 
measured by original cost less percentage 
depreciation but by fair value as defined 
in the cases of Smyth v. Ames and South- 


western Bell Telephone Company v. Mis- 
sourt Public Sermce Commission. Accord- 
ing to general accounting principles ap- 
plied in the light of the decisions of the 
Court in these cases there could have 
been no impropriety in New York’s re- 
cording the assets acquired by it at the 
fair value at which they were includible 
in the rate base. 

It is quite true that the federal com- 
missions have dogmatically asserted that 
an acquisition from one affiliate by an- 
other cannot properly be recorded by the 
latter at its cost or fair value if that sum 
is greater than the net book cost to the 
transferor. There is nothing however in 
accounting theory or principle to justify 
such a ruling nor is any such provision 
contained in the uniform classification. 
The dissenting opinion of the Chief Jus- 
tice in the instant case indicated that in 
his view the stipulation exacted in the 
American Telephone & Telegraph Co. 
case was intended to protect utilities from 
the imposition of just such an arbitrary 
rule. (The accounting aspects of the 
question are discussed in an article 
written by the present author which ap- 
peared in the Journal of Accountancy, 
December 1946.) 

It may be that changes in regulatory 
law have since destroyed the values in 
excess of original cost that then existed 
and that the Commission might have the 
right to require the asset values thus ex- 
tinguished to be eliminated from the 
books upon that ground. To the writer 
it is impossible to see how the Com- 
mission can justify such an elimination on 
the ground that the values should never 
have been recorded. At this point it 
may be well to remind the reader that 
the question is one of determining corpo- 


rate cost not original cost. { 
VII 

The position of the Commission in 

relation to depreciation is even more 





26 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


clearly untenable. The obligation to 
determine ‘‘the appropriate reserve re- 
quirements for depreciation” at the time 
of the transfer exists not only under its 
own classification but under all accepted 
rules of accounting. It is universally 
recognized that, when either a sale or a 
revaluation discloses an excess of value 
over the figure at which a depreciating 
asset is carried, the first requirement is to 
determine how far the difference is due to 
excessive depreciation charges in the 
past. Until this amount is ascertained 
(and made the subject of a charge to 
depreciation reserve and a credit to sur- 
plus) no profit on sale or appreciation 
over cost can be claimed to have been 
determined. The omission of the Com- 
mission to make such a determination is 
a crucial defect of its procedure in the 
case under consideration. It cannot be 
doubted that this omission to ascertain 
the amount was deliberate. 

In the light of the available evidence it 
seems clear that the Commission could 
not properly have found as a fact that the 
reserve requirement was as large as the 
amount of the existing depreciation re- 
serve. More than one-half of the alleged 
inflation arises in respect of instruments 
and is attributed to alleged failure to 
make adequate deduction for depreci- 
ation in fixing the transfer price. In that 
case the reserve was no less than forty- 
nine per cent of cost which, taking into 
consideration salvage and the fact that 
the business was a growing one, was 
prima facie grossly excessive. 

In Lindheimer v. Illinots Bell Telephene 
Company, another of the Bell Companies 
following similar depreciation policies, 
the Court found that the company had 
failed to show that its depreciation re- 
serves were reasonable and _ necessary; 
and the Chief Justice in delivering the 
opinion of the Court cited evidence which 
indicated clearly that the reserves were 


excessive. Immediately thereafter the 
company reduced its depreciation re- 
serve by a credit to income to the extent 
of about 17% of the total apparently 
without any objection by either the Fed- 
eral Communications Commission or the 
Securities and Exchange Commission with 
which the company filed a registration 
statement and prospectus shortly there- 
after. It is a matter of common know- 
ledge that until long after 1928 the depre- 
ciation reserves of the Bell System were 
excessive as judged by any standard. 

It cannot be suggested that the Com- 
mission made an implicit finding that the 
requirement was equal to the reserve for 
the record lends no support to such a con- 
tention. Indeed, Note 22 to the decision, 
read carefully, is almost conclusive to the 
contrary. 

It is true that the argument by which 
the Commission sought to prove that no 
inflation had been eliminated by sub- 
sequent depreciation accounting is worth- 
less except upon the premise that the rate 
of the provision both prior to and after 
the transfer was no more than was neces- 
sary to write off the cost of the asset over 
its useful life. But the Commission sedu- 
lously conceals this fact and never faces it. 

The New York Commission did say in 
its report: “‘As Mr. Orton testified (S.M. 
1921-1922), a calculation taking into ac- 
count these factors showed that the infla- 
tion was not reduced.” ‘This statement 
seemed to the present writer to be, at the 
same time, so significant if correct and so 
surprising that he took the pains to ex- 
amine the pages of the record cited in 
order to ascertain the nature of the calcu- 
lation. However, that reference dis- 
closed neither any calculation nor any 
mention of one. It is significant that 
the Federal Commission made no ref- 
erence to this “calculation” which, if 
in existence and valid, would have been 
of decisive importance. It is  signifi- 
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cant also that the most important ac- 
counting witness called by the Com- 
mission, Mr. Charles W. Smith, did not 
testify on the depreciation issue. His 
utterances make it virtually certain that 
he would not have supported the Com- 
mission’s position. 

The Court says: ‘True also, testi- 
mony showed it was decided at the time 
‘that without any increase in the rates the 
rates that were already in effect [applied to 
the new book values] would be ample to 
provide for retirement of the property 
purchased.’ Nevertheless the Commis- 
sion apparently found that such was not 
the case.” There could be no calcu- 
lation which justified such a conclusion 
but which did not undertake to determine 
‘the appropriate reserve requirements for 
depreciation” at the date of acquisition. 
There was no evidence on which such a 
finding could properly have been made. 
The testimony rejected is inherently 
probable under such a liberal depreci- 


ation policy as that followed by the Bell 
System. ; 


VIII 


In view of the foregoing, the writer is 
convinced that the Court failed to decide 
the crucial question presented and up- 
held the order upon a misconception as 
to its foundation. 


IX 


The Court said in the course of its 
opinion: 


“When the Federal Communications Com- 
mission finds, after full hearing and on evi- 
dence which sustains the finding, that part of 
the cost on the books of a company is due to 
a profit made by an affiliate or a parent at the 
time when the affiliate or parent has trans- 
ferred property to it, the Commission has 
determined, ‘after a fair consideration of all 
the circumstances’ in full compliance with the 
‘stipulation’s’ reservation that there has been 
no true investment but only a ‘fictitious or 
paper increment’ within the meaning of the 


American Telephone and Telegraph Com- 
pany case.” 


This finding has been discussed by the 
writer élsewhere.! Here it need be 
pointed out only that a careful reading of 
the Commission’s decision does not dis- 
close any statement in which the Com- 
mission adopts the view of the relation 
between cost, sale price and profit, here 
attributed to it, though it does, of course, 
assert that the sale resulted in a profit. 
However, what the Commission called a 
profit, a careful accountant would hesi- 
tate to describe even as an apparent book 
profit. There is no evidence in the case on 
which the Commission could properly de- 
termine the existence or the amount of the 
alleged profit since there was no determi- 
nation of the “‘appropriate reserve require- 
ments for depreciation” which was a pre- 
requisite to such a determination. Under 
the Commission’s procedure it would be 
entirely possible to find that an amount 
which did not exceed the valid original 
cost, i. e., original cost less the appropri- 
ate reserve requirement for depreciation, 
was inflationary and fictitious, and there 
is little doubt that it did so in this case. 
Suppose the cost of an asset to be $8,000,- 
000, the depreciation reserve $4,(00,- 
000 and the depreciation requirement 
$3,000,000, the valid original cost less 
depreciation under the Commission’s 
classification would be $4,000,000; but 
of this total under the decision $1,000,000 
would be deemed inflationary and ficti- 
tious, and no proper part of corporate cost. 


xX 


In concluding its decision the Court 
said: 
‘We repeat that for a court to upset an ac- 
counting order it must be ‘so entirely at odds 


with fundamental principles of correct ac- 
counting’ as to be the expres- 


1 Journal of Accountancy, December, 1946. 
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sion of a whim rather than an exercise of 
judgment.” 


It is submitted that the Commission’s 
decision was not a decision of an account- 
ing issue. ‘The basic issues in the case 
would seem to be: 


1. Whether the Commission, solely by retro- 
active application of laws and accounting 
principles that were not in force when a trans- 
fer occurred, can hold the accounting for that 
transfer to have been then improper. 

2. Whether value that was real and entitled 
to recognition in the rate base at the time 
when it was acquired can properly be held to 
be fictitious because it was acquired from an 
affiliated company which, as a result of the 
transfer, suffered a reduction in its own rate 
base ofthe full amount of the price. 

3. Whether a transfer of property to one af- 
filiate by another can be held to be “infla- 
tionary” without a showing that the price ex- 
ceeded original cost less the appropriate re- 
serve requirement for depreciation, simply 


because the transferor did not give the trans- 
feree the benefit of an excessive depreciation 
reserve which it had created. 


XI 


The Court had previously indicated 
that it would not, except in extreme cases, 
override the decisions of the regulatory 
Commission. This attitude should, it 
would seem, have been regarded by the 
Commissions as creating an obligation to 
live up to their quasi judicial status and 
to display the utmost candor in decisions 
which were likely to come before the 
Court. When, as in this case, they 
gloss over facts and points favorable to 
the utility and resort to deliberate ambi- 
guities they strike a blow at our insti- 
tutions and at the democratic system that 
is particularly unfortunate at a time 
when the world faces a conflict between 
political ideologies. 
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Planning for More Flexible Land Use 
By ROBERT C. WEAVER * 


HE most pressing human problem in 

the Nation today is the treatment of 
color minorities. At the present time 
these minorities are concentrated in 
blighted areas, many of which will be the 
first concern in urban rehabilitation. It 
is true that the current crop of reports by 
city plan commissions, insofar as they give 
detailed attention to housing, do include 
some references to the ethnic patterns of 
urban centers and a few discuss the prob- 
lems of rehousing minority groups.'! But, 
in most of the literature and in a majority 
of the master plans, the racial pattern of 
living in the future cities of America is 
given little consideration. ‘This is a seri- 
ous omission. 


Because colored Americans are restrict- 
ed to inadequate land space, and be- 
cause they are crowded into too few 
dwellings, they will have to be housed in 
new areas both during the period of 
urban reconstruction and after it. But 
city planning has largely avoided the 
problem, has accepted the idea of racial 
zones, or has minimized its responsibility 
for the matter on the naive assumption 
that it has fulfilled its obligation when it 


*American Council on Race Relations, Chicago, 
Illinois. 

1 The Detroit Plan Commission recognizes the problem 
of housing Negroes. ‘‘One-eighth of the population of the 
city is Negro. For many of them, low income status has 
combined with color in limiting the areas in which they may 
live. With increasing economic opportunity and a wide 
income range, many Negro families will want to build and 
own their homes and secure accommodations in keep- 
ing with their higher incomes. At the same time, the demoli- 
tion for parks, expressways, or public buildings of deterio- 
rated areas now occupied by Negroes may create new areas 
of tension as the displaced families look around for new 
places to live. The Negro people are barred from full 
participation in the general life of the community both by 
restrictions from living in many desirable residential neigh- 
borhoods, and by exclusion from social, religious and other 
groups. The People of Detroit (Detroit: City Plan Com- 
mission, 1946) p. 34. A report prepared by Harland 
Bartholomew and Associates and issued by the Central 


has charted where and how much shelter 
will be provided. In this respect, the 
avoidance of racial factors stands in strik- 
ing contrast to the much fuller consider- 
ation of the shelter needs of various in- 
come groups in the comnunity.? 

If the city planners, in their concen- 
tration upon the physical and financial 
aspects of shelter, have succeeded thus 
far in escaping the race issue (a thing they 
they do at real peril to the announced 
objectives of city planning), those public 
and private agencies concerned with the 
actual development and operation of 
housing cannot even pass the discussion 
stages before they are confronted with 
the complicating necessity of finding 
more space for minority groups’ living. 
There is a dilemma: they want to avoid 
challenging residential segregation, yet 
they know that the existence of residen- 
tial segregation over a larger area is the 
principal impediment to the nor nal ex- 
pansion of living space for colored people. 
This is particularly true in the North 
where segregated areas are usually poc- 
kets in the center of the city, rather than 
sections which offers pace for expansion.? 
Planning Board, Newark, New Jersey, also includes many 
references to the peculiar problems of shelter which confront 
the Negro population of Newark. (See especially The 
Preliminary Report on Past, Present and Probable Future Popu- 
lation for Newark, New Jersey, Report No. 3, Central Planning 
Board of the City of Newark, N.J., 1945.) 

2 A striking example of this is the recent report, Housing 
Goals for Chicago, (Chicago: Chicago Plan Commission, 
1946). This 236-page report scarcely mentions Negroes or 
other colored minorities, nor does it refer to racial restrictions 
on land occupancy in a city where at least 80 per cent of the 
available residential area is covered by race restrictive 
covenants. It assumes that construction of more new hous- 
ing will release older dwellings for occupancy by low-income 


families and ignores the peculiar difficulties which face a 
tenth of the population in entering new areas. 

3 In some of the older cities of the South, Negroes are 
not concentrated in one or a few areas but live in many parts 
of the city. Where, as in New Orleans and Charleston, the 
total area in the city is. limited, Negro areas of concentra- 

(Footnote 3 continued on page 30) 
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In the cities of the North, each extension 
of residential segregation simply moves 
the racial boundaries back a little more, 
where they again become established and 
from which it is as difficult to break 
through as it was before the enlargement 
of the ghetto.4 Rational thinking would 
indicate that under such circumstances 
the space problem for minorities can 
never be solved permanently or really 
satisfactorily within the framework of 
separate areas for ethnic groups; but resi- 
dential segregation has won wide-spread 
acceptance, and the practical problems 
of doing away with it are frightening to 
most housers. ‘They, too, would like to 
ignore the matter. They know, however, 
that such action—or rather, such inaction 
—is impossible. 

Housers, and in reality, city planners, 
have a logical choice. They can attempt 
to treat each extension of areas for colored 
minorities as an individual case, or they 
can approach the problem from the long- 
run viewpoint of planning for and with 
the total community. The latter ap- 
proach should recommend itself to city 
planners; but, where racial problems are 
concerned, the fraternity has followed 
existing patterns and avoided logical 
thinking and action. It is, however, 
well to indicate the costs of the two lines 
of action on the matter. The first in- 
volves postponement of an_ inevitable 
issue. It tends to complicate the prob- 
lem in that, as the ghetto expands, all 
areas contiguous to it are subject to be- 
come the next point of growth. Resi- 
dents in these areas become apprehensive 

(Footnote 3 continued from page 29) 
tion tend to become pockets from which expansion is diffi- 
cult. In many southern cities Negroes live ‘‘across the 
tracks” and there is often room for expansion. Usually, 
however, areas available to colored residents lack adequate 
‘ransportation, schools, police and fire protection, and 
other city services. 

4 The present writer has developed this point in more 
detail in earlier articles. See his, “Race Restrictive Housing 


Covenants,” Journal of Land & Public Utility Economics, 
August 1944 pp. 183-93; and “Housing in a Democracy,” 


and erect stronger formal and psycho- 
logical barriers to the expansion of 
minorities. Other sections of the city 
reflect the attitudes of those who lie in 
the path of the geographic growth of the 
ghetto, and even outlying, vacant land 
acquires a color label—almost all of it is 
“white.” The opposition then becomes 
a series of intense neighborhood move- 
ments each time there is an attempt or a 
hint of action to provide more living 
space for colored Americans. 

The second approach faces the fact 
that residential segregation prevents or- 
derly and normal expansion of land areas 
for minority groups. It looks at the 
matter from an economic and _ social 
point of view primarily, and its solution 
is in the best tradition of city planning. 
In such a frame of reference, housers 
and city planners admit that ghettos 
are undesirable because of their eco- 
nomic, social and political costs. They 
recognize, however, that residential segre- 
gation is an entrenched institution, and 
their immediate concern is to prevent 
its spread through public housing and 
city planning and to establish democratic 
patterns of living in new developments. 


Housers Confront the Problem 


This paper is designed to outline a 
practical program for meeting the space 
problem of colored minorities in the aver- 
age northern city. It does not deal with 
the economic, social or political costs of 
the ghetto. Nor does it remind the 
the reader of the obvious psychological 
and moral costs of all forms of racial 


Annals of the American Academy of Political and Social Science, 
March 1946. 

5 This principle has been enunciated for the broader 
problem of urban rehabilitation. ‘No redevelopment pro- 
gram can be fully effective unless it is made part of the 
Newark Comprehensive City Plan. Sporadic efforts to re- 
claim small areas will not solve the problem.” Bartholomew 
and Associates, A Preliminary Report on Housing Conditions and 
Policy for Newark, New Jersey, Report on No. 4, p. 28. When 
reference is made to city plarning, it must be understood 
that an accepted term is being used and that planning for 
metropolitan areas is envisioned. 
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segregation in a nation that professes to 
be Christian and democratic. Some of 
these aspects of the issue are obvious; all 
have been treated elsewhere.* But, de- 
spite the efforts of social scientists to 
measure the dimensions of the problem, 
we now are about to embark on the task 
of rehousing America without any plans 
for dealing with a serious and recurring 
impediment to this rehabilitation. Of 
course, there are many reasons for our 
lack of preparation, and the situation is 
not peculiar to housing. Experience in 
other fields, however, suggests that neces- 
sity is the most effective stimulant to ac- 
tion, and that we do modify the color- 
caste system when forced into action by 
larger objectives. During the war, the 
occupational color line was weakened in 
many defense plants and in other estab- 
lishments that found unknown (or unad- 
mitted) uses for black labor when the 
supply of white labor dried up.’ Post- 
war housing and city planning will re- 
quire additional space for colored fami- 
lies. It is important, therefore, to develop 
methods for accomplishing this objective 
with the minimum friction and with due 
appreciation for the long-run necessity 
of establishing flexibility in the racial use 
of land. After all, land in urban com- 
munities is used in large measure for 
housing human beings, and the need for 
shelter fluctuates with variations in the 
size and characteristics of the population 
—including ethnic composition. 


6 See Gunnar Myrdal, An American Dilemma (New York: 
Harper and Bros., 1944): Drake and Cayton, Black Metropo- 
lis (New York: Harcourt, Brace and Co., 1945); Catherine 
Bauer, “Good Neighborhood,” The Annals of the American 
Academy, November 1945, pp. 104-15; Charles Abrams, 
Race Bias in Housing (New York: American Civil Liberties 
Union, 1946), a booklet now in press; Weaver, op. cit. 

7The present writer has collected this experience in 
industry. See his Negro Labor: A national problem (New York 
Harcourt, Brace and Co., 1946). 

8“We face the issue of whether we shall solidify or 
break down the ghettos of segregation in our cities—public 
housing is confronted with this issue every step it takes.” 
Senator Robert F. Wagner, Address before the National 
Public Housing Conference, June 19, 1945. Reprinted in 


Most housers admit that flexibility in 
land use is desirable; city planners recog- 
nize this too, except where racial oc- 
cupancy is concerned. In the latter 
case, they tend either to declare such an 
objective impossible of achievement or 
the concern of other technicians and 
specialists. It seems clear, however, that 
were there a program for effecting this 
fluidity in racial use, few city planners 
could deny that the end result is in ac- 
cord with the principles they champion. 
Housers, on the other hand, readily admit 
the real existence of the problem, and it is 
probable that they would welcome some 
guides for meeting it.® 

The necessity and a way to provide 
more living space for minorities are sug- 
gested by a resume of the present condi- 
tions under which these groups live. 
They are congested in residential islands 
which long have been filled to overflow- 
ing and have recently received additional 
occupants. Other sections of the city 
are closed to them either through racial 
covenants, agreements among real estate 
operators, or hostility of present residents. 
Yet many of the areas now occupied by 
minorities are desirably located for resi- 
dential use and destined for rehabitation 
under the city plan. Often these areas, 
if rehabilitated, would be attractive to 
white as well as to colored occupants. 

Not only are many of the areas now 
occupied by colored people logical places 
at which to start slum clearance, but also 


United Action for a Postwar Housing Program (Washington: 
U. S. Gov’t. Printing Office, 1945), p. 8. 

To quote a leading public houser: “This statement 
would be woefully incomplete if I failed to mention one 
particular matter that might well be the test of our future 
housing program. Do we seriously intend to solve our 


housing problem? If so, we cannot pay lip-service to the 
desperate straits of minority groups. We must be bold and 
courageous and face up the facts. You cannot consign 
huge misses of people to limited and tightly bound areas 
without deplorably affecting our nation’s well-being. Space 
and more space is surely needed for these people. Sympa- 
thetic understanding of the economic and social consequences 
of a failure to solve this riddle must become widespread.” 
(“Philip M. Klutznick Resigns as FPHA Commissioner,” 
The Journal of Housing, July 1946, p. 131.) 
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they are part of larger sections which are 
generally overpopulated. At the same 
time, the total area available to colored 
families is already subject to higher densi- 
ties than exist elsewhere in the city; these 
Negro, Mexican or Japanese sections af- 
ford little space for the rehousing of 
persons displaced by large-scale demoli- 
tion. Consequently, as soon as significant 
efforts are made to clear the slums, there 
is a need to find more living space for 
minorities now concentrated in blighted 
areas. If rehabilitation is to be lasting, 
many of the families displaced will, be- 
cause of the densities in the area and the 
income distribution of its present inhabi- 
tants, be incligible for rehousing on the 
site. They will be joined by others, now 
relegated to inadequate and overcrowded 
sections of the city, in creating a pressing 
need for new areas of shelter. 

At the same time that the slums oc- 
cupied by colored people are being 
treated, it will often be politically expedi- 
ent, as well as desirable from the view- 
point of good city planning, to pay 
attention to areas where whites now live. 
Here again there will be need for tempo- 
rary and some permanent rehousing, 
since there is such an acute shortage of 
shelter in our cities. In the case of all 
blighted areas, the clearance of slums 
requires construction of housing else- 
where. 

Even if there were no clearance of 
slums (a development which is incon- 
ceivable in the housing programs of most 
cities), there would be need to construct 
more dwelling units for families which 
are now inadequately housed. In the 
case of minorities, the matter is compli- 
cated in that they are predominantly low- 
income recipients and unable to move 
freely into existing facilities. ‘This means 
that their problem of shelter will be a 
chief concern of public housing, or else 
they will be expected to find places to 


live through the filtering-up process. 
This latter method, it must be recognized, 
involves minorities’ entrance into new 
areas, where they will usually encounter 
opposition. 

Private-financed housing will also face 
the same problems. Insofar as it is FHA- 
insured, located on land acquired by 
eminent domain, tax-exempt or tax- 
adjusted, it is, in fact, government-aided 
or facilitated shelter. Political pressures 
and litigation will increasingly challenge 
federal, state and local aid to housing if it 
fails to offer equitable participation to 
minorities. Since private enterprise has 
repeatedly claimed, in its opposition to 
public housing, that it can offer decent 
shelter for all groups in the population, it, 
too, will have to face the problem of open- 
ing more space to colored people. 

Under a decentralized program of 
public housing, and in private-financed 
housing, the selection of sites will be a 
responsibility of local agencies and de- 
velopers. The federal government will 
establish standards, will encourage, and 
perhaps insist that there be equitable dis- 
tribution between ethnic groups in the 
community. But the local agencies will 
face the problem of finding additional 
living space for minorities. And unless 
additional space is found, federal aid may 
be endangered, clearance of slums will be 
delayed, and city planning will be just so 
many pretty words and drawings. °® 

It there is slum clearance and urban 
redevelopment or if there is new construc- 
tion on land assembled by the city, there 
must be some coordination in order to 
accomplish the goals of a plan and to 
assure the rehousing of present occupants 


®“Unsolveci, the Negro housi:g dilemma costs Detroit 
heavily in other ways than jittery nerves. Badly in need of a 
medical center, express highways, parks, and other deferred 
civic improvements, Detroit must wait indefinitely for them. 
The land they will occupy now houses hundreds of Negro 
families who can’t be evicted because there’s no place for 
them togo.” Lester Velie, “Housing: Detroit’s Time Bomb,” 
Collier’s, November 23, 1946, p. 15. 
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displaced by the operations. It is in 
such a coordinated program, which is the 
essence of city planning, that the oppor- 
tunities for making a permanent contri- 
bution to the problem of land space for 
minorities lie. This follows because the 
displaced persons will have to be provided 
for and, in the case of public housing, 
occupants for the new developments will 
have to be selected; or criteria for land 
use, including racial policy, will have to 
be determined in private housing con- 
structed with public aid. 


How the Problem Can Be Met 


Modification of residential segregation, 
now that it has become institutionalized, 
will encounter entrenched economic and 
emotional vested interests. Any exten- 
sion of an existing ghetto will occasion 
greater opposition than the establishment 
of a new residential area where white and 
colored families are included from the 
start. This follows because residents in 


existing neighborhoods have been condi- 
tioned to see an “‘invasion”’ of minorities’ 


families with the ar1ival of the first 
colored occupants. When the color pat- 
terns of living are varied in one area 
contiguous to a ghetto, other surrounding 
areas believe that they, too, are ‘“‘endan- 
gered.” Because the present residents 
have been conditioned to fear and expect 
such a result, they are united as a com- 
munity to prevent any and all extensions 
of the ghetto. Their fears spread to 
other sections of the city, where the en- 
trance of colored people is opposed. 

In a new community, opposition to 
minority groups has not crystallized since, 
until occupancy is accomplished, the resi- 
dents have not had an opportunity to 


10 Although, as long as there are state segregation laws, 
it is impossible for the federal agencies to outlaw segregation in 
public houses constructed and operated by local housing au- 
thorities, the FPHA should encourage democratic patterns. 
A minimum program to achieve this objective would involve 
(1) development of techniques for securing non-segregated 
public housing; (2) establishment and dissemination of in- 


think and act together on the matter. 
There are no vested interests. Such re- 
sistance to colored neighbors as does ex- 
ist resides in the minds and attitudes of 
some of the potential tenants and pur- 
chasers. Its intensity varies inversely 
with the general need for shelter. A 
new community does not exert social 
pressures against the presence of minori- 
ties. Nor can it be said that colored 
peoples’ presence will change the tone of 
the neighborhood, since no tone is es- 
tablished until dwellings are occupied. 
And because new, large-scale develop- 
ments ultimately establish their own tone 
and do not reflect existing neighborhood 
attitudes, they offer the best opportunities 
for bi-racial living. Acceptance of mi- 
norities in such communities involves 
modification of individual and uncoordi- 
nated attitudes; in established neighbor- 
hoods, it involves modification of com- 
munity-wide opposition. 

Public and city-aided housing should, 
by law or admjnistrative ruling, be open 
to all racial‘ groups in the community.!° 
The only possible reason for a contrary 
policy is the presence of state laws re- 
quiring segregation in public facilities. 
Such laws do not exist in the North, and 
there is every reason to believe that 
Negroes will challenge in the courts any 
racial restrictions placed on housing con- 
structed on land acquired by eminent do- 
main. Open housing is significant only as 
a symbol of a policy; it does not automat- 
ically become housing occupied by white 
and colored people. There are many 
reasons for this, and a realistic approach 
to the matter must take into account the 
fact that the policy of open housing has 
to be facilitated by careful planning if it 


formation on the economic bases for non-segregated public 
housing; (3) education of its own staff to the importance of 
the problem; and (4) establishment of administrative proce- 
dures to assure that its own staff not encourage segregation 
and encourage non-segregation in areas where other public 
facilities are segregated... (Weaver, “Housing in a Democ- 
racy,” op. cit., p. 101). 





34 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


is to make a contribution to the perma- 
nent easement of the space problem fac- 
ing minorities. !! 

There is greater possibility of successful 
interracial living in a large project that 
creates its own neighborhood and com- 
munity than in a smaller one which takes 
on the neighborhood tone—including its 
prejudices.!2, Two examples will illus- 
trate the validity of this principle. The 
present writer was involved in negotiat- 
ing, as a representative of the United 
States Housing Authority, with the New 
York Housing Authority incident to the 
racial composition of the Queensbridge 
and Redhook projects, in each of which 
several thousand families now reside. It 
was agreed that Negro applicants would 
be accepted on the same basis as others. 
The theory was that because of the size of 
the developments, the presence of colored 
families, if normally and freely distributed 
throughout the projects from the incep- 
tion of occupancy, would occasion little 
concern to other tenants; that the projects 
would create their own community and, 
consequently, competent management 
could develop an attitude of acceptance 
for all groups; and that, because of the lo- 
cation of the projects, the number of col- 
ored tenants would not be greater than 
the ratio of Negroes in the metropolitan 
area. All of these assumptions proved ac- 
curate, and these projects remain gpen 
in fact as well as in name; racially-inte- 
grated housing proved successful. 

1 For a brief summary of the fears which exist incident 
to Negro cccupancy, see Charles Abrams, Race Bias in 
Housing) New York: American Civil Liberties Union, 1946). 

12 For a fuller discussion of the advantages of large com- 
munities, see Charles Abrams, “Living in Harmony,” 
Opportunity, Summer Issue, 1946, pp. 116-18, 166-7. 

18 For an account of the local housing authority’s re- 
sponsibility for establishing residential segregation, see 
William L. Evans, Race Fear and Housing (New York: Na- 
tional Urban League, 1946). - 

1s The role of a Catholic church in leading the opposi- 
tion to Negro occupancy in an area in Buffalo is described in 
Evans’ pamphlet. For an account of similar activity in 
Detroit, see Louis Martin, “The Truth about Sojourner 


Truth,” The Crisis (New York: National Association for the 
Advancement of Colored People), April 1942, pp. 112-3. 


In contrast to this situation is a project 
developed by the Chicago Housing Au- 
thority. It has a few hundred families 
and is a part of an area where Negroes 
had recently moved and were not ac- 
cepted. As in Buffalo!* and Detroit, a 
church serving a nationality group op- 
posed the admittance of Negroes from the 
start.!4 This opposition took on a neigh- 
borhood character, since the project was 
not large enough to remain uninfluenced 
by the hostile community. It is still 
open, but has had many problems of 
intergroup tensions and incidents. This 
was an example of an attempt to develop 
a small public housing project for bi-racial 
living in a community that was hostile to 
the idea and in a city where the first 
public housing projects had set a pattern 
of black and white low-rent housing. Its 
difficulties were primarily those incident 
to changing racial occupancy patterns in 
the city’s low-rent housing. ‘The situ- 
ation in Chicago was in contrast to that in 
in Pittsburgh and Seattle, where the 
local housing authority inherited no 
segregated projects from the PWA Hous- 
ing Division and where the local author- 
ity adhered to a non-segregation pattern 
from the start.!® 

Despite the recent growth of residential 
segregation, there are still many areas of 
established interracial living, and public 
housing, to its shame, has sometimes es- 


Recently, the Catholic church, through the National 
Catholic Welfare Conference, has attacked segregation 
and called upon Catholics to “join with their neighbors in 
helping to integrate Negro residents on the basis of good 
neighborliness.”” Seminar in Negro Problems in the Field 
of Social Action (Washington: National Catholic Welfare 
Conference, 1946),p. 33. 

16B. J. Hovde, “Negro Housing in Pittsburgh,” Op- 
portunity, December 1938, pp. 356-8. 

“Since its inception the Seattle Housing Authority has 
scrupulously adhered to a policy. of non-discrimination in 
the housing of families in all of its projects . . . It was there- 
fore possible to locate racial minority groups on all projects 
without setting off any part or neighborhood on the develop- 
ment for any one group or class. This proved not only 
feasible but administratively most practical.” See Housing 
the People (Seattle: The Housing Authority of the City of 
Seattle, 1946) p. 19. 
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tablished segregated projects on these 
sites, thereby creating less democratic 
patterns of living than existed before its 
advent. Rehabilitation of blighted areas 
in the center of the city will increasingly 
become a phase of urban redevelopment 
since, for the present at least, such areas 
can be redeveloped only after some ad- 
ditional housing has been erected to take 
care of the persons displaced from the 
blighted areas.1® Consequently, public 
policy will be important in determining 
the racial composition of the new and 
rehabilitated housing which will result. 

In the forthcoming period of a large 
program of new construction, timing is 
extremely important in determining com- 
munity-wide, neighborhood and indivi- 
dual response to intergroup housing. 
The chances of success are increased if 
there are displaced families of various 
racial groups in the market and eligible 
for new public-aided housing at the 
same time. ‘This means that the con- 


struction of this housing must be geared 
to the need created by anticipated demo- 


lition in several parts of the city. Also, 
it means that the progtam must be a two- 
way affair, with both colored and white 
families moving simultaneously into new 
areas and simultaneously attracted to re- 
habilitated sites. This latter situation 
can be created if the first areas of demo- 
lition are those which already have a 
community attitude favorable to inter- 
group living, due to the past existence of 
interracial occupancy, and will, there- 
fore, respond readily to future interracial 


16 Where public housing is developed for white and 
colored occupancy in outlying areas, the location of the 
rental office or offices is important. If participation of both 
groups is desired, these offices should be removed from the 
symbols of residential segregation; they should neither be in 
the ghetto nor in a part of the city where minority groups are 
barred from living. The best locations are in the central 
business district and at the site of the project. Obviously, 
the quality of the management is a deciding factor in deter- 
mining whether the tenants will respond quickly to their 
new environment; and this is no less true of the racial com- 
position of the development than of the physical facilities. 
Weaver, op. cit., pp. 100-101. 


living, and those which, though occupied 
predominantly or exclusively by minori- 
ties, are so located as to be attractive to 
various income groups of all racial char- 
acteristics.'7? The latter areas should, if 
possible, have sufficient vacant land to 
permit the entrance of white families and 
the return of a sufficient number of col- 
lored families so as not to decrease the 
total units of housing available to minori- 
ties. From the point of view of justice 
and of the ultimate goal of creating ade- 
quate land space for minorities, entrance 
of whites into such areas should be com- 
pensated for by the opening of new areas 
to minority groups. 

One of the fears often expressed about 
the creation of areas open to a minority is 
that once a few come in, the group will 
“take over,”’ and so many of its members 
will swarm in as to displace other families. 
That has not happened in the two proj- 
ects in New York mentioned above, al- 
though it has occurred in some mixed 
projects constructed on the West Coast 
at a time when there was large-scale 
movement of war workers to the area. 
Where it does occur, it is not a proof of 
the failure of interracial living, but 
rather evidence of the failure of the city 
housing program to provide enough 
shelter for minorities. It is an economic 
phenomenon and not a racial one. On 
the West Coast, there was a general 
shortage of shelter during the war, and 
the rapid inciease in the number and 
proportion of non-whites in public hous- 
ing reflected the lack of any other shelter 
for these groups in the cities of the Pa- 


17The present writer agrees with Abrams in feeling 
that new areas offer the greatest opportunity for intergroup 
living. ‘As long as sites were carved out of small lots, with 
no real large-scale cohesive area planning, infiltration [of 
minorities] could never really be effectively sternmed. But 
the new approach to housing now looks to the large self-con- 
tained community, the community that creates its own envi- 
ronment. The presence of Negroes or other minorities will 
not affect the security of such an investment nor will the 
social status or neighborhood associations be disturbed.” 
Abrams, of. cit... p. 118. 
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cific Region. Where there are few facili- 
ties available to a group, its members 
rush into those that can be obtained. If 
tenants are accepted on the basis of need 
in the limited amount of public housing 
available to them, those belonging to a 
minority group soon become the major- 
ity; in private housing the same result is 
obtained through the pricing mecha- 
nism, since minorities will pay higher 
prices or rent for any type of available 
shelter. As a result, when new areas are 
open to colored people, their need is so 
great that it is economically advantageous 
to sell or rent to them once a change of 
racial occupancy is initiated. The one 
sure cure for this situation is to create 
enough low-rent units to meet the needs 
of the low-income population. With 
such a program, there is little likelihood 
of colored tenants “‘taking over’”’ in mixed 
projects. 

There is the other side of the picture; 
white families tend to move out of a com- 
munity in which they are the noticeable 
minority. It is unnecessary to go into the 
reasons for this, but it is necessary to 
recognize it as a factor in the successful 
operation of intergroup projects. It sug- 
gests that some projects should be so 
located and timed as to attract a larger 
proportion of whites, although they are 
open to Negroes. Here again larger proj- 
ects offer the best vehicle. It should be 
observed that this is less of a problem in 
location sites so as to attract middle-in- 
come families employed in adjacent areas, 
and that it is minimized if the develop- 
ment has outstanding features of design, 
transportation, conveniences and com- 
munity facilities. . 


A Local Application 


So much for analysis and principles. 
Let us apply them in a given city. The 
first step in any housing program in 
America today is to construct new dwell- 


ings. In the current rush to remove con- 
trols and let “‘free enterprise” concentrate 
on meeting the needs of the upper- 
income brackets only, there seems to be 
little chance to rebuild our cities in ac- 
cordance with any rational plan. Un- 
less the swing away from reasonable 
controls is reversed, we shall again over- 
develop outlying areas and continue to 
neglect the blight which eats at the heart 
of our cities. Despite this temporary 
trend toward unrestricied building, there 
are many forces which offer hope. De- 
controlled, private housing has not and 
cannot meet the needs of low-income 
families. It cannot house the veterans. 
It will violate everv principle of city 
planning; it will accentuate the already 
critical financial position of our cities. 
Ultimately, it will occasion popular op- 
position; ultimately, planning for the 
metropolitan area and urban redevelop- 
ment will triumph. 

When we return to sound approaches 
to our housing needs, the goal of a decent 
house for every American family will 
require certain action. The field will 
then be divided between public and pri- 
vate finance, and urban redevelopment 
will be carried out in accordance with the 
requirements of a master plan. 

Because, unfortunately, public housing 
is associated with slum clearance (another 
evidence of the emphasis upon the physi- 
cal rather than upon the human aspects 
of shelter in our thinking), the construc- 
tion of low-rent housing will usually be 
announced in relation to the demolition 
of some substandard dwellings. This 
automatically determines the racial com- 
position of the market which should be 
served by the new construction, since 
many slum areas are now ethnic ghettos. 
Clearly, areas occupied by various racial 
groups should be included, since minori- 
ties are concentrated in the sections where 
demolition is required. Immediately, 
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complicating factors enter. The concen- 
tration of colored groups in substandard 
areas often occasions a greater need for 
housing among them than among whites; 
consequently, there may be a larger 
number, and certainiy there will be a dis- 
proportionately large ratio of minority 
families among those in need of low-rent 
housing. ‘This means that even if there 
is an official policy of open housing, 
public housing projects made up entirely 
of Negroes or with only temporary, or 
token representation of whites may de- 
velop. At the same time, the only hope 
of arresting the internal blight in our 
cities and the trend toward suburban 
living by middle- and high-income groups 
is to redevelop inlying areas which are 
now blighted. Here, again, the displace- 
ment of a large number of colored families 
will be involved and will create the 
need for additional shelter available to 
them. 


It is at this point that location and 


planning are important. If the new ad- 
ditional housing is contiguous to an eéxist- 
ing ghetto, it will attract and hold few 
white occupants and will soon extend 
residential segregation over a larger part 
of the city. If it is a small project sur- 
rounded by a neighborhood of whites, it 
will often be composed predominantly of 
white occupants. It would, of course, be 
better to develop projects large enough to 
create a community in themselves. A 
realistic program would start with new 
construction located in an area removed 
from the center of minority-group living 
but accessible to it. The first projects 
should be particularly attractive; they 
should welcome all groups and be large 
enough to create their own communities. 
As long, however, as the congestion in the 
ghetto is great, there is a strong possibility 
that if the new project were attractive to 
minorities, some of them would be occu- 
pied predominantly by colored families 


—and ultimately few whites would re- 
main. 


Thes: public housing projects would 
absorb the majority of colored families 
who cannot find a decent home in the 
ghetto or who would be displaced by 
demolition. At the same time, other . 
projects should be constructed by public 
housing agencies. They, too, would in 
the early stages of the program be located 
in vacant areas. Care should be taken 
to locate as many as possible, if not all 
of them, in areas where there are the 
least resistances to the entrance of minori- 
ties. In some cities this will require the 
use of sites removed from cstablished 
neighborhoods; sound planning will often 
dictate such choice aside from any con- 
sideration of racial occupancy, since suffi- 
cient vacant space for economic develop- 
ments is not often available adjacent to 
built-up neighborhoods. Once such sites 
are selected, they must be large enough to 
support the necessary community and 
public facilities required by modern 
urban living. In these projects there can 
be a degree of colored participation. Be- 
Cause minorities are conditioned to segre- 
gated living, there will be no sudden ava- 
lanche of participation on their part. 
Once the area is opened to them, the 
number desiring to enter will increase 
slowly, though, if there is adequate hous- 
ing elsewhere, not at a rate to create the 
possibility of their quickly displacing 
white occupants. The importance of 
such projects is much more than the crea- 
tion of a few more dwellings available to 
colored families. Their real significance 
lies in the fact that they have a flexible 
racial pattern and can change their racial 
composition over the long-run in response 
to the needs of the various racial groups 
in the community. They will be less 
difficult to establish if the projects which 
are more densely occupied by colored 
families have some white representation. 
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As soon as the congestion in low-in- 
come areas has been reduced, it will be 
possible to pay attention to the blighted 
sections in the heart of the city. As a 
matter of fact, there are already elaborate 
plans for their redevelopment, and at- 
_ tention has been given to which ones will 

merit development by private finance and 
which should be reserved for public hous- 
ing. Much more has been detided about 
the income groups they will serve than 
about the racial composition of the ulti- 
mate residents. ‘Too often it is assumed 
that they, too, will be islands of white and 
colored housing. This need not be; this 
should not be. 

It has already been observed that in 
northern cities many well-located (from 
the viewpoint of accessibility to the 
central business areas), blighted and 
slum areas are now occupied in whole 
or in part by colored people. These 
should demand first attention. Present 
occupants should have priority on the 
new low-rent units constructed, and they 
should be assured that, if eligible on other 
grounds, they can return to the area. 
Then the treatment of the area should be 
announced. It will often involve hous- 
ing for income groups of varying levels, 
and democratic neighborhood should no 
more be of one income level than of one 
racial group.'* Where the neighborhood 
was racially mixed before the redevelop- 
ment, it should remain open to minorities 
when reconstructed; the extent of colored 
participation, if the open policy is fol- 
lowed, will depend upon the rental scales 
and the availability of decent housing for 
ethnic groups elsewhere in the city. 
Judging from the past record of private 
enterprise, there will be a demand for 
housing at all rental levels by minority 
groups. !?® 

Areas well located and planned in part 
for middle-income occupancy after.recon- 


18 Bauer, “Good Neighborhoods,” op. cit. 


struction but now occupied largely or 
wholly by minorities can be developed 
successfully for bi-racial living. Ob- 
viously, some parts of most of these areas 
are well suited for low-rent use; they 
should be so developed. Most of the low- 
income tenants, under a policy of open 
occupancy, will be colored. This follows 
from the fact that minorities will elect to 
live close to the neighborhood they have 
been a part of, and there will be a pre- 
mium on decent low-rent housing open to 
them near the center of town. Medium- 
rent housing in these areas will be attrac- 
tive to whites 2s well as to Negroes, 
and in most northern ‘cities there are 
many white people who would live 
in such areas if they were attractively 
developed. Because of their location, 
they are ideally suited to persons who are 
required to make frequent trips to the 
downtown section of the city or are em- 
ployed by institutions and industries lo- 
cated in the area. If such areas are 


’ chosen for urban redevelopment early in 


the program, there is greater possibility of 
successful intergroup housing in them. 
The convenience of living in such an area 
would hold some of the whites, even when 
other facilities were available to them. 
If the city insists that there be no racial 
restrictions on land acquired by eminent 
domain, mixed racial housing will be 
possible and probable in these areas. 
Patterns established in these early 
stages of the city’s housing program will 
be significant. The resulting develop- 
ments will, if well planned and operated, 
illustrate that bi-racial housing is possible. 
More important, reduction of densities 
in the ghetto will permit its further re- 
habilitation and will decrease the pres- 
sure for the unplanned geographic ex- 
pansion of the area. This, in turn, will 
facilitate the orderly expansion of living 
space for colored people. The latter 


19 Weaver, op. cit. 
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process will not be automatic, but it can 
be effected if the pressure within segre- 
gated areas is reduced.?° Public housing 
and private housing on land acquired by 
public agencies have to reduce this pres- 
sure. At the same time public agencies 
have a special concern to create the 
maximum flexibility in housing. Public 
authorities will have to operate over a 
long period of years. 

The initial program outlined above 
has other advantages. It will make the 
realization of a policy of open housing in 
all public and public-aided developments 
easier to achieve. As has been said, the 
pressure for space will be reduced and 
this will decrease the fear of all neighbor- 
hoods that they may be “‘taken over” by 
minorities. Once the big push for more 
space has abated, it will be easier to 
achieve a more rational attitude toward 
the entrance of colored people in public- 
aided housing; and the neighborhood 
opposition will be less if the number of 
minority families coming into a new area 
is relatively small. 


Non-Segregated Housing ts Possible 


As soon as mixed racial housing is 
mentioned, many public housers and 
most planners and private developers 
shudder. Some local housing authori- 
ties are realizing that such housing is 
possible. They know that the initial 
difficulties are sometimes great, but where 
they have attempted Jt with a feasible 
plan and a firm policy from which they 
have not backed down in times of strain, 
the results have generally been encour- 
aging. One of the most important con- 
siderations in such projects, obviously, is 
careful and intelligent tenant selection. 


“When Negroes are integrated with whites 
into self-contained communities without seg- 
regation, reach daily contacts with their co- 


20 Because of racial attitudes and patterns, community 
agencies concerned with democratic living will, at first, 
probably have to stimulate white participation. 


tenants, are given the same privileges and 
share the same responsibilities, initial latent 
tensions tend to subside, distinctions become 
reconciled, cooperation ensues and an envi- 
ronment is created in which interracial har- 
mony may be ultimately effected.’’?! 


During the war, local housing authori- 
ties learned that in times of large-scale 
migrations of minorities, segregated proj- 
ects often prove embarrassing; such proj- 
ects are inflexible, and when necessity 
dictates the introduction of minorities 
into areas where they have been excluded, 
sins of the past confront local authorities, 
occasioning great difficulties in changing 
racial patterns. Since neighborhoods 
change(reflecting variations in the in- 
come and ethnic groups that inhabit 
them despite the most iron-clad protec- 
tions) racial composition in public hous- 
ing projects will change, too, over the 
years. This change can be effected 
much easier if the project is open in 
theory and in fact from the start. In the 
present period of intense need for shelter, 
it will be much easier to establish flexi- 
bility in racial occupancy than at a 
future date when the tenants have come 
to think in terms of white projects and 
colored projects. 

Many qualified observers feel that if 
there is a policy of open occupancy on 
land acquired by the city for urban re- 
development through private enterprise, 
private developers and finance will not 
participate. This is based on the as- 
sumption that the city can be party to 
the acquisition of land, including some 
now occupied and owned by colored 
people, and sell or lease that land for 
housing to a developer who will exclude 
all colored people solely on the basis of 
race. ‘The present writer is not qualified 
to discuss the legal questions involved; he 
does know, however, that such action will 
occasion an epidemic of court cases and 


21 Abrams, Race Bias in Housing, (New York: American 
Civil Liberties Union, 1946). 
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delay urban redevelopment more than 
the disinclination of some investors to 
undertake open housing. Also such ac- 
tion would attack the problem of getting 
more land space for minorities by propos- 
ing to reduce the amount; obviously, this 
would further complicate an already diffi- 
cult problem in city planning and hous- 
ing. 

Some investors would be ready to de- 
velop housing open to middle-income 
groups in areas contiguous to existing 
ghettos, even if non-discrimination in 
selection of tenants were required. De- 
velopers are interested in profits, and 
in many northern cities there is an ap- 
preciable number of colored families 
with sufficient incomes to pay the rents 
involved; they represent one of the most 
neglected housing markets in the country. 
The real problem. is not finding de- 
velopers who will build for medium- 
income families who are colored; the prob- 
lem is one of encouraging them to include 
whites in an area where some or many 
Negroes will live. Private enterprise 
operates on the basis that interracial 
housing will not work. It must be en- 
couraged to give it a try. Local public 
housing agencies confronted with the 
task of operating open projects have an 
interest in encouraging intergroup hous- 
ing for middle-income groups, because it 
is the middle- and high-income groups 
that have established residential segre- 
gation in our cities. Until progress is 
made in breaking down the pattern in 
the “better” neighborhoods developed 
and operated by private enterprise, low- 
income groups will emulate the higher- 
income groups and continue to resist the 


22 Experience in New York City indicates that legis- 
lation barring discrimination in privately financed, tax- 
exempt housing does not dry up investment capital. New 
York City passed an ordinance forbidding such di:crimina- 
tion in 1944, and no proposed private development with 
partial tax exemption was cancelled after the law became 
effective. Since the passage of the ordinance, three projects 
have been undertaken under the Urban Redevelopment law. 
They will have partial tax exemption and will comply with 


entrance of colored people in the neigh- 
borhoods where they live.?? 
A Workable Plan 

Michael Reese Hospital in Chicago has 
a $10,000,000 investment in its plant 
which is now surrounded by a Negro 
slum area. The hospital soon discovered 
that there were no available, adequate 
sites at a reasonable price and that no 
new site would be protected against 
eventual blight. Consequently, it began 
to seek a solution for its problems at the 
present location. 

The area, despite its blight, is desirably 
located since it is only a few minutes from 
the downtown “loop” business district. 
Also, it is adjacent to several large manu- 
facturing plants which have similar inter- 
ests and problems, the most pressing of 
which is need tor nearby shelter for 
middle-income employees. The Illinois 
Institute of Technology is nearby and it 
has already started its program of ex- 
pansion. Michael Reese, therefore, es- 
tablished its Planning Staff in September, 
1945 and began to study its problems and 
those of a much larger surrounding area 
of seven square miles. Business, labor, 
racial, religious and institutional groups 
in the Central South Side of Chicago were 
invited to join in the discussions of the 
area’s rehabilitation, and the South Side 
Planning Board was set up with all these 
groups represented. Although all phases 
of city planning are the concern of these 
two organizations, housing, including the 
problems of dislocation and relocation, 
has a position of priority in their thinking. 

Michael Reese will expand its hospital 
buildings. At the same time, it plans to 


the non-discrimination ordinance. The largest is Colonial 
Village, a project of some 1,500 units undertaken by the 
Savings Bank Trust Company in 1945. It was preceded by 
Riverton Homes, a 1,250 apartment development financed 
by the Metropolitan Life Insurance Company and located in 
Harlem where its tenants will probably be Negroes, since 
preference is to be given to displaced persons. In 1946, the 
East River Cooperative Apartments were undertaken, first 
by the Savings Bank Trust Company and later by a co- 
operative group. This project will have 700 units. 
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construct, if yield insurance legislation is 
passed, and to encourage—through its de- 
tailed studies of the area, development of 
site plans, and the furnishing of heat and 
other services at cost—the construc- 
tion of large privately-financed housing 
developments which will attract tenants 
capable of paying rents from $45.00 to 
$80.00 a month. This housing will be 
occupied by employees of the hospital and 
the ‘‘better-off” members of the Negro 
community. It will be integrated with 
subsidized projects of the Chicago Hous- 
ing Authority and with private housing, 
for both faculty and students and for the 
general community, planned by the 
Illinois Institute of Technology. The 
Michael Reese Hospital Planning Staff, 
Illinois Institute of Technology and the 
South Side Planning Board are commit- 
ted to mixed Negro and white occupancy 
in the privately-financed housing in the 
area.. The Chicago Housing Authority 
has a similar racial policy. 

In addition to the limited amount of 
housing constructed by the hospital and 
the technical college, plans are being de- 
veloped for the guidance of insurance 
companies who are planning to invest in 
the city. These plans envision partial 
development by private capital and 
partial development by subsidized public 
housing. ?8 


Conclusion 


Concrete measures to meet the basic 
issues of race relations in shelter coincide 
exactly with progressive city planning 
when the latter is considered from the 


broadest over-all point of view. By list- 
ing the fundamental frinciples of such 
city planning, we can summarize the 
concrete program for facing the housing 
needs of color minorities. 


1. An adequate supply of housing is the first and 
foremost requirement. This is basic to real city 
planning, and the existing shortage of shelter 
causes most of the current racial friction in 
housing. 

2. The development of additional housing on new 
land is the first step. And it is in such new de- 
velopments that balanced racial patterns can 
most successfully be established. 

3. Large projects are desirable from the point of 
view of sound planning since they most readily lend 
themselves to the establishment of neighborhood 
character and stability. Large projects also offer 
the best vehicle for mixed racial occupancy. 
4. We should plan for democratic neighborhoods, 
not standardized for one kind of population, whether 
as to income, family type (i.e., composed exclusively 
of families with or without children) or race. 

5. Once the housing emergency is met and densities 
lowered in the most congested areas, the reconstruc- 
tion of the central areas of our cities must be ap- 
proached. This is equally desirable from the 
viewpoint of meeting the housing need and 
restoring property values in the heart of our 
cities as well as from the ease in tackling race 
relations in urban communities. 

6. The public has a responsibility to see that dis- 
placed families are adequately rehoused. This is 
just as important for income groups as racial 
groups. 

7. Our cities must be considered primarily as social 
organisms which require certain changes in frame- 
work, rather than just a pattern, however orderly in 
a physical sense, of houses, shops, factories, streets, 
parks and transportation. 


23 For a detailed description of th. work of the Michael 
Reese planning staff, see “A Hospital Plans,” Architectural 
Forum, September 1946, pp. 87-104. 





Public Utility Taxation 
By HARROP A. FREEMAN* 


AXES, modern man’s most ever- 

present phenomenon, has been com- 
pared by one of our great wits to death 
as one of the two “certain things. To 
an extent never before true, the recent 
war has made taxation a commonplace to 
everyone. The war taxes have also high- 
lighted a problem never before fully ex- 
plored: the proper treatment of public 
utilities, tax-wise. 

It is the ABC in this field that in 1921 
the United States Supreme Court, in the 
Galveston case, stated that taxes consti- 
tute an operating cost for a utility and 
that a fair return should be earned over 
and above all costs, including federal 
taxes, and that this rule has received con- 
tinuous sanction by courts and commis- 
sions. At that time a stockholder in 
ordinary domestic corporations did not 
have to pay federal income taxes on that 
portion of his income derived from corpo- 
rate dividends. 

Although presently all corporations 
have been relieved of the excess profits 
tax, its imposition during the war and the 
current high tax rates have required that 
we reexamine utility tax theory. Broadly 
speaking, there are five major types of 
taxes to which utilities may be subjected: 
(a) property, (b) franchise, (c) social 
security and unemployment, (d) sales, 
and (e) income taxes. Similarly the 
theory employed by the government in 
tax imposition may vary. It may be for 
revenue, to guard against inflation, to 
allocate a cost of society to an industry 
which occasions the cost, to appropriate 
a share of private wealth to the state. 
Finally, it is appropriate to consider the 
effect of various taxes upon a taxpayer’s 
policy—e.g., does he spend improvi- 

* Associate Professor, the Cornell Law School. 


dently, feeling that the majority of the 
funds come out of the government’s 
pockets? 

Property and Franchise Taxes 

The taxes most prevalent when 
courts and commissions first allowed 
taxes as operating expenses were property 
and franchise assessments. In these in- 
stances the levy is in the nature of pay- 
ments by the utility for special services 
rendered to it—for police and fire protec- 
tion, highways, refuse disposal; for ease- 
ments in streets; for franchises to operate 
a monopoly and to employ the power of 
eminent domain. Other private indus- 
tries could deduct these same taxes as 
business expenses and even an individual 
could subtract them in arriving at his net 
income. It therefore seemed consistent 
to accord the same treatment to utilities 
and permit the deduction of the taxes 
as operating expenses. Logic also sup- 
ported this allowance for the special serv- 
ices had been rendered the utility in 
order to make it possible for the utility to 
render service to its customers, and to 
include this as a part of the cost of the 
service merely made the consumer pay 
for what he received. 

There was little if any dissent from 
the allowance of these tax deductions 
though here and there appeared an at- 
tempt to consider franchise taxes as a 
part of “return” rather than as an ex- 
pense. Some criticism of any taxation of 
utilities was voiced since it was deemed 
that any utility tax would be indirectly 
collected from the customer. Also, the 
difficulty experienced in appraising the 
value of the specialized equipment as a 
basis for such taxes was noted. 


1 Galveston Electric Company v. Galveston, 258 U. S. 388 
(1922). 
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Social Security and Unemployment 
Insurance Taxes 


It was equally easy for regulatory 
bodies and courts to consider unemploy- 
ment insurance and social security taxes 
as operating expenses. By way of anal- 
ogy, pension and similar employee bene- 
fit plans had always been deductible 
items. The fact that the plan was now 
supported by taxation rather than by 
voluntary contribution seemed to dictate 
no different treatment. A glance at the 
average industrial concern also revealed 
these items treated as business expenses. 
It is not surprising therefore that com- 
missions consistently allowed unemploy- 
ment insurance taxes as operational de- 
ductions. 


Sales Taxes 


Although several states and munici- 
palities have employed sales taxes as a 
means of assessing the cost of governing 
a “shopping center” (New York City) 
upon the patrons who often live outside 
the area (New Jersey, Pennsylvania, 
Connecticut, Rhode Island, upper New 
York) and would otherwise make no tax 
contribution to the facilities employed, 
and although sales taxes are perhaps the 
easiest levies to collect, the federal govern- 
ment has refused to adopt sales taxes, as 
such, and the American people have been 
suspicious of this type of financing. We 
have been motivated by the general 
theory of taxation in accordance with 
ability to pay. To the extent that a sales 
tax falls on diamond rings, fur coats, and 
like luxury items it may be in keeping 
with this theory; when it begins to fall on 
shoes and bread and the necessities of 
life, it becomes a drain by the state upon 


2U. S. Georgia Power & L. Co. v. Georgia P.S.C. (1934) 
7 P.U.R. (n.s.) 187, 8 F. Supp. 603. Ariz. Re Central Ari- 
zona Light & P. Co.°(1934) 6 P.U.R. (n.s.) 49. Colo. Re 
Gas &@ E. Co. (1934) 5 P.U.R. (ns). 107. Mo. P.S.C. v. 
Missouri Southern Pub. Service Co. (1934) 6 P.U.R. (n.s.) 269. 
N.Y. New York Edison( Co. v. Maltbie 1934) 1 P.U.R. (n.s.) 
481, 244 A.D. 436. N.D. Grand Forks v. Red River Power Co. 


flesh and blood of its poorest citizens. 
The imposition of a sales tax upon electric 
energy or similar utility service which is 
regulated for precisely the reason that it 
is essential to the citizenry would seem 
completely unjustified. Sales taxes of 
this kind were employed in the 1930’s the 
most familiar being the federal levy of 3 
percent. During the early period the 
Congressional levy had not stated on 
whom the burden was to fall, and the 
practice developed of allowing this as an 
operations expense.2 The law was 
amended to tax the manufacturer; and 
most commissions, finding a change in 
Congressional intent, refused to allow the 
tax as an expense and considered that it 
now fell on the stockholders.* Sales 
taxes other than the federal levy con- 
tinued to be allowed as deductions.‘ 
Sales taxes, imposed upon consumers 
and collected by the utility merely as 
agent of the state, affect neither the 
operating expenses nor the operating 
revenues of the business and therefore 
pose no “‘rate of return” problem, but 
they are definitely regressive taxes, out of 
keeping with our basic tax theories. 
When they are imposed directly on the 
utility, they have one of two effects: 
(a) they may be passed on to the con- 
sumer by authorization of the commission 
through direct charge or increase in rates 
with the same detrimental effect ob- 
served in the consumer levy, or (b) they 
will reduce the rate of return of the 
utility, thus effectuating regulation in- 
directly through the taxing power. 


Income Taxes 


Income taxation and its ultimum in 
excess profits taxes pose the real issues. 


(1936) 13 P.U.R. (n.s.) 480. Wash. Dept. of Public Works v. 
Metaline Falls L. & W. Co. (1933) 3 P.U.R. (n.s.) 301. 
3Mo. P.S.C. v. East Missouri Power Co. P.U.R. 1933E, 
N.Y. Re Rates & Rate Structures (1933) 1 P.U.R. 
(n.s.) 113. Re Rochester Gas & E. Corp. (1933) 4 P.U.R (n.s.) 
513. ~ 
4 See footnote 15. 


369. 
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It is said that in general income taxes are 
not shifted by the owner of a business, 
be it individual or corporate, to his 
customers. The burden of the tax is 
ultimately and finally on the owner, the 
stockholder. Since these owners are 
allowed an unrestricted profit in _pri- 
vate industry, the soundness of taxing 
their incomes is more easily sustained 
(upon the theory of using a tax as a 
regulating tool) than would be the 
case as to public utility incomes which are 
by definition regulated. Since the utility 
rate of return is theoretically only sufficient 
to attract new capital on favorable terms, 
any inroad, through income taxation, 
must be borne by the consumer. If the tax 
is a part of operating expense, it is passed 
on to the consumer. If it is treated asa 
reduction of earnings, it may act as a 
deterrent to the investment of capital in 
utility enterprise. In the former case 
the burden on the consumer is immedi- 
ate; in the latter event the consumer 
suffers the loss indirectly through inade- 
quate service. 

Most writers and some utility com- 
missions have urged that income taxes, 
and particularly excess profits taxes, are 
inappropriately applied to utilities since 
they amount to sales taxes and are out 

’ Commissioner Eastman in I.C.C. Ex parte No. 148, 
p. 403, April 6, 1943: “A considerable number of railroads 
are now paying in large amounts, not only income taxes, 
but also excess profits taxes. Public utility corporations are 
surely inappropriate mediums for collecting taxes of this 
character from the public which they serve.” Clyde Olin 
Fisher, “The Incidence of War Taxes: Should They Be 
Approved as Operating Expenses?” Convention of 
National Association of R.R. & P.U. Commis., September 
15, 1943: “Such a tax is comparable in its effect to a sales tax, 
i.e., a tax on consumption.” 

6 Cal. Re San Diego, Consol. Gas & E. Co. P.U.R. 1919D, 
924. Re Los Angeles Gas & E. Corp. P.U.R. 1919D, 140, 
Conn. Danbury v. Danbury & B. Gas & E. L. Co., P.U.R. 


1921D, 193. W. Va. Re United Fuel Gas Co., P.U.R. 1920C. 
583. Re Hope Natural Gas Co., P.U.R. 1921E, 418. 


7Cal. Re Hanford Water Co. P.U.R. 1921E, 194. 
Colo. Re Leadville Water Co. P.U.R. 1921D, 172. D.C. Re 
Washington R. & Elect. Co. P.U.R. 1921B, 40. Ill. Re Public 
Service Co. P.U.R. 1919D, 809. Re Quincy R. Co. P.U.R; 
1919E, 798. Mo. Springfield City Water Co. v. Springheld. 
P.U.R. 1919D, 853. Re St. Joseph R. Light, Heat & P. Co., 
P.U.R. 1931C, 767. N.Y. Re Iroquois Nat. Gas Co. P.U.R. 


of harmony with the ‘“ability-to-pay 
theory.’’5 

But, faced with both the Galveston 
requirement that normal income taxes be 
allowed as expenses and with the high 
excess profits and surtaxes of World War 
I and II, the co.nmissions have generally 
fumbled for a workable rule. At first 
most of the commissions, while allowing 
normal income taxes as business deduc- 
tions, disallowed the abnormally high in- 
come and excess profits taxes.6 A 
second group disallowed all income taxes 
as expenses on the theory that utilities, 
like other taxpayers, must bear income 
taxes out of net income.’ When the Gal- 
veston®’ and Georgia Railroad cases® held 
that federal income taxes should be 
treated as operating expenses, the second 
group of course had to reverse their 
decisions.!° A few of the commissions in 
the first group carried the Supreme Court 
decision beyond its express holding and 
reversed their positions completely with- 
out distinguishing between income and 
excess profits taxes.'!' Most commissions, 
after 1921, drew the line of distinction 
between excess profits taxes (not an ex- 
pense) and income taxes even at increased 
rates (an expense).!? A few held to the 
1919D, 76. Connell v. Adirondack Power & Laight Corp. 10 
P.S.C.R. (2d Dist. N.Y.) 308. Jamaica Gaslight Co. v. 
Nixon, 110 Misc. 500. N.D. Re Midwes! Power Co., P.U.R. 
1923A, 816. Pa. Kane v. Spring Water Co. P.U.R. 1920E, 803. 

8 Galveston Electric Co. v. Ctty of Galveston, 258 U.S. 388. 

9 Georgia Railroad and Power Company v. Georgia Railroad 
Commission, 262 U.S. 625. 

10 U.S. Home Teleph. Teleg. Co. v. P.S.C., P.U.R. 1922B, 
478. N.Y. & Q. Gas Co. v. Prendergast, P.U.R. 1924B, 138. 
Cal. Re Southern California Edison Co., P.U.R. 1924C, 1. Re 
Western States Gas @ E. Co. P.U.R. 1924D, 681. Re 
Southern California Teleph. Co., P.U.R. 1925C, 627. D.C. 
Federation of Citizen’s Assns. v. C. @ P. Teleph. Co. P.U.R. 
1924D, 152. Ill. Re Monmouth Teleph. Co., P.U.R. 1923B, 
83k. N.Y. Peo. ex rel. Penna. Gas Co, v. P.S.C., P.U.R. 1934 
608. N.D. Re Red River Power Co., P.U.R. 1923E, 534. Re 
Northern States Power Co., P.U.R. 1924A, 325. R.R. Commra. 
v. Hughes Electric Co., P.U.R. 1925A, 18. Pa. Philadelphia v. 
Philadelphia Rapid Transit Co., P.\U.R. 1923E, 190. Herring 
v. Clark’s Ferry Bridge Co., P.U.R. 1926D, 514. 

11 Tex. San Antonio Pub. Service Co. v. San Antonio, P.U.R 
1924A, 259. 

12 Cal. Re Los Angeles Gas & E. Corp. P.U.R. 1922A, 283. 


N.Y. Re Winchester Lighting Co., 15 P.U.R (n.s.) 299, 316.. 
W. Va. Charleston v. P.S.C., P.U.R. 1924B, 601. 
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view that these taxes should be excluded 
from operating expenses but should be 
considered in determining the return to 
be allowed. '* 

In general, the history of World War I 
tax cases may be summarized by saying 
that the normal income tax was recog- 
nized as an operating expense over per- 
sistent opposition but that the advan- 
tages to public utilities therefrom was 
frequently considered in testing the rate 
of return. Although sporadic attempts 
were made to include excess profits taxes 
or taxes on capitalization as an expense, 
these attempts in the main were repulsed. 
At no point was sufficient attention given 
to the relationship of the treatment of 
these taxes and the necessary return to at- 
tract or hold capital. 

In the 1930’s the various public 
utility commissions were faced with six 
tvpes of taxes: (a) income, (b) tax on 
power, (c) other sales taxes, (d) miscel- 
laneous levies such as check taxes, (e) cap- 
ital stock taxes, (f) excess dividends 
taxes. Almost unanimously state and 
federal income taxes were aliowed as 
operating expenses.’ Sales, check and 
similar taxes were in general allowed as 
expenses.'> On the other hand, capital 
stock taxes were considered to be 
“neither on the utility’s property nor 
even on its income” but rather on the 


18 U. S. Consolidated Gas Co. v. Newton 267 Fed. 231. 
Cal. Re Southern California Edison Co., P.U.R. 1924C, 1. Re 
Coast Counties Gas & E. Co., P.U.R. 1924C, 415. Ga. Re 
Georgia Power Co., P.U.R. 1928A, 830. Neb. Re Omaha & 
C.B. Street R. Co., P.U.R. 1925D, 744. Nev. Elko v. Elko 
Lamotlle Power Co., P.U.R. 1931C, 14. N.J. Re Ailantic City 
Sewerage Co., P.U.R. 1923A, 734. Re Acquackanonk Water 
Co., P.U.R. 1923D, 60. N.Y. Peo. ex rel. Penna. Gas Co. v. 
P.S.C., P.U.R. 1925C, 608. N.D. Railroad Commrs. v. 
Hughes Electric Co., P.U.R. 1925A, 18. Re Mandan Elect. 
Co., P.U.R. 1925D, 508. Actually the Galveston Case was 
some authority for this position, though it directed the de- 
duction of income taxes as an expense, for it stated that the 
fact that they were deducted should be taken into consider- 
ation in determining what return was fair. 

14U.S. Arkansas-Louisiana Gas Co. v. Texarkana, 17F. 
Supp. 447. Cary v. Oklahoma Corp. Comm. 17F. Supp. 772. 
Conn. Spiess v. Manchester Electric Co., P.U.R. 1933B, :262. 
Mo. P.S.C. v. Springfield Gas & E. Co. (1937) 17 P.U.R. (n.s.) 
145. N.Y. Re Rates & Rate Structures (1938) 29 P.U.R. 
(n.s.) 391. Ohio Re East Ohio Gas Co. (1937) 17 P.U.R. 


stockholders’ investment and _ therefore 
not to be treated as a corporate expense. !® 

Most nearly akin to the excess profits 
tax (though the capital stock taxes had 
much in common with excess profits 
taxes computed on the invested capital 
basis) were the excess dividends taxes 
and surtax on undistributed earnings 
faced particularly by the New York Com- 
mission. ‘These were rather consistently 
branded as taxes on ‘unusual income or 
returns to the stockholder and therefore 
not to be treated as a corporate deduc- 
tion.!? 

Many have viewed the opinion in 
Galveston Electric v. City of Galveston'® as 
requiring all taxes to be allowed as ex- 
penses. It is therefore necessary to ex- 
amine the central paragraph of Justice 
Brandeis’ opinion and the considerations 
in the case somewhat in detail: 


“In calculating whether the 5c fare would 
yield a proper rate, it is necessary to deduct 
from gross revenue the expenses and charges; 
and all taxes which would be payable if a fair 
rate were earned are appropriate reductions. 
There is no difference in this respect between 
state and federal taxes, or between income 
taxes and others. But the fact that it is a 
federal corporate income tax for which de- 
duction is made must be taken into consider- 
ation in determining what rate of return shall 
be termed fair. For, under Paragraph 216, 


(n.s.) 433. Okla. Re Southwestern Bell Teleph. Co. (1936) 16 
P.U.R. (n.s.) 1. Pa. Chambersburg Gas Co. v. P.S.C. (1935) 7 
(n.s.) 359. Wash. Department of Public Works v. West Coast 


Teleph. Co. P.U.R. 1933A, 487. Wis. Re Wisconsin Teleph. 
Co. (1936) 13 P.U.R. (ns.) 224. 

16 Ariz. Re Public Utilities Consol. Corp.—Decision No. 
7981, June 5, 1935. Ill. Commerce Commission v. Public 
Service Co. (1934) P.U.R. (n.s.) 1. N.Y. Re Brooklyn Bor- 
ough Gas Co. (1937) 21 P.U.R. (n.s.) 353. But see the treat- 
ment of the federal power “sales tax,” footnotes 2 and 3. 


16N.Y Re Rochester Gas & E. Corp. (1933) 4 P.U.R3 
(n.s) 513. Re Yonkers Electric Light @ P. Co. (1934) 6 P.U.R. 
(n.s.) Re L. I. Lighting Co. (1935) 18 P.U.R. (n.s.) 65. Re 
Rates & Rates Structures (1938) 29 P.U.R. (n.s.) 391. 


17N.Y. Re Rochester Gas & E. Corp. (1933) 4 P.U.R. 
(n.s.) 513. Re Westchester Lighting Co. (1936) 4 P.U.R. (n.s.) 
399. Re Brooklyn Borough Gas Co. (1937) 21 P.U.R. (n.s.) 
353. Re Rates and Rate Structures (1938) 29 P.U.R. (n.s.) 
391. Citizens? Committee v. Kings County Lighting Co., Case 
no. 6983, 2-17-37. Pa. Kooker v. Perkaste Sewer Co. (1938) 
27 P.U.R. (n.s.) 461. 


18 258 U.S. 388. 
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the stockholder does not include in the income 
on which the normal tax is payable, dividends 
received from the corporation. The tax ex- 
emption is, therefore, in effect, part of the 
return on the investment.” 


It is to be observed that at that time all 
stockholders were exempt from income 
tax on dividends received whereas to 
carry the Galveston rule to all taxes now 
may give a real favoritism to utility 
stockholders as compared to other stock- 
holders who are not now so exempt. 
Secondly, the corporate tax was then 
only 10% and there was no ceiling on non- 
utility corporate profits. The argument 
is appealing that utility stockholders 
would stand more nearly in the same 
position as other stockholders if utility 
companies and utility stockholders were 
required to treat all taxes in the same 
manner required of all other companies 
and stockholders. 


Taxes of World War II: Excess Profits Taxes 


Thus stood the law as public utilities 
faced the high and new taxes of World 
War II. Throughout the war income 
taxes (usually at the full increased rates) 
wete allowed as deductions from gross 
income!® and a few decisions allowed all 
increased taxes.?° Still it was generally 
held that capital stock taxes?! and taxes 
on excess dividends paid?? were non- 
operating expenses imposed on the stock- 
holders. 

It was not state commissions but 
federal agencies which carried the brunt 


19D.C. Re Potomac Electric Power Co. (1943) 48 P.U.R. 
(n.s.) 437. Mo. Re Andrew County Mut. Teleph. Co. Case 
‘No. 9841, December 3, 1940. N.H. Re Hampton Water 
Works Co. (1940) 36 P.U.R. (n.s.) 404. N.J. Aélantic City 
Sewerage Co. v. P. U.C. (1942) 44 P.U.R. (n.s.) 50. N.Y. Re 
Orange & Rockland Electric Co. (1943) 49 P.U.R. (n.s.) 257. 

20 Ind. Re Eastern Indiana Gas Co. (1943) 50 P.U.R. (n.s.) 
5. Mich. Detroit v. Detroit Edison Co. (1943) 50 P.U.R. (n.s.) 
1. Pa. Pfeifle v. Penna. R. & L. Co. (1945) 57 P.U_R. (n.s.) 
1. See also the C.C.A. decision in Hope Natural Gas Co. v. 
F.P.C., 47 P.U.R. (n.s.) 129 and Re New Haven Water Com- 
pany (Conn.) Decision June 21, 1943. 

21 Mo. P.S.C. v. St. Louis County Gas Company (1943) 46 
P.U.R. (n.s.) 65. N.Y. Re Rochester Gas & E. Corp. (1940) 


of cases involving public utilities and 
high federal taxes. Early the Federal 
Power Commission wavered and allowed 
excess profits taxes as business expenses. *? 
The following year in the Panhandle 
Eastern Pipe Line case*‘ it firmed to state a 
general policy for the Federal Power 
Commission that it would distinguish 
between normal and abnormal taxes and 
consider the 1940 federal taxes as the 
maximum to be allowed as operating ex- 
pense. This policy statement was dicta 
since the Federal Power Commission in 
fact allowed a6 %% return and deducted 
all taxes including war taxes as expenses. 
But the Federal Power Commission went 
on in later cases to follow its general 
policy. 

The Federal Communications Com- 
mission took an even more definite stand 
against the allowance of excess profits 
taxes as expenses.? In allowing both 
normal and surtaxes as operational ex- 
pense for 1941 but excluding excess pro- 
fits taxes the Commission said: 


“The federal excess profits tax is a tax im- 
posed because of the requirements of the war 
emergency. Such abnormal tax burdens 
should be borne by the utility. In this costly 
war, all America is involved equally with all 
other businesses and taxpayers. To permit 
the charging of rates on the basis of recover- 
ing a sufficient amount to meet excess profits 
taxes in addition to earning a fair rate would 
result in an inflationary spiral which would be 
contrary to the national policy against in- 
flation. * * * It may be added that any 
attempt to establish charges on the basis of 
the requirements of a federal excess profits 
tax law would result in singling out the rate 


33 P.U.R. (n.s.) 393. Re New York Teleph. Company (1942) 
45 P.U.R. (n.s.) 409. 

22N.Y. Re Rochester Gas & E. Corporation (1940) 33 
P.U.R. (n.s.) 393. 

23 Re Chicago Dist. Electric Generating Corporation (1941), 
39 P.U.R. (n.s.) 263. : 

2345 P.U.R. (n.s.) 203, 217-220. 

16 Re Interstate Natural Gas Co. (1943) 48 P.U.R. (n.s.) 
267. But even this holding is weak because the F.P.C. 
stated that the increased business would produce a higher 
return which could take care of the higher taxes. 

26 Re Investigations of Rates and Charges for Communications 
(1943) 50 P.U.R. (n. s.) 468. 
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payer for the imposition of the burden of this 
tax, with a wholly disproportionate gain to 
the utility.” 
Further, there is some evidence that the 
negotiaticns between the Federal Com- 
munications Commission and the Ameri- 
can Telephone and Telegraph Company 
in 1942 were for the purpose of prevent- 
ing the imposition of excess profits taxes. 
In general the state commissions 
have followed the same line of reasoning 
and refused to consider excess profits 
taxes as deductible expenses,?’ though 
some have been cautious and have 
pointed out that under proper practices 
no excess taxes would be incurred or that 
the rate of return was sufficient to pro- 
vide therefor,?® while Michigan has 
served notice that it will allow all taxes as 
operating expense.?® The uninitiate may 
feel that, since the purpose of both utility 
regulation and excess profits taxation is to 
prevent the retention of excessive profits, 
there can be no harm in applying the tax 


to public utilities so long as the stock- 
holders rather than the consumers bear its 


burden. The similarity of purpose is 
more apparent than real. Excess profits 
for tax purposes are not the same as earn- 
ings in excess of a fair rate of return. In 


27D.C. Re Wash. Gas Light Co. (1943) 46 P.U.R. (n.s.) 1- 
Re Potomac Electric Power Co. (1943) 48 P.U.R. (n.s.) 437. 
Ky.Re Kentucky-Tenn. Light & P. Co. (1942) 46 P.U.R.(n.s.) 
437. N.D. Re Northern States Power Co. (1944) 55 P.U.R. 
(n.s.) 257. 

28Re Valley's Electric Light & Power Co., (1944) 55 
P.U.R. (n. s.) 435; Re Potomac Electric Power Co. (1943) 
48 P.U.R. (n. s.) 437. 

29 Detroit v. Detroit Edison Co. (1945) 59 P.U.R. (n.s.) 1. 
This was foreshadowed in the same matter in 1943: “Under 
the laws of the State of Michigan a regulated utility is en- 
titled to earn a fair return upon the present value of prop- 
erty devoted by it to public service. Money that has been 
lawfully spent in rendering service constitutes no part of 
such a return. The total paid out for taxes is no more 
available as income and return than the total spent for 
labor or any other legitimate expense. We know of no 
statute giving us the power to forbid a company the right to 
charge as an operating expense any tax lawfully incurred by 
it. * * * We therefore find that all taxes are a proper 
operating charge and they will be so considered in determin- 
ing the income of the company in this case.” (Quoted in 
N.A.R.U.C. Bul. No. 87, July 23, 1943.) 

30 Any similarity of excess profits tax income and earn- 
ings in excess of a fair return is purely incidental. The fair 


fact the utility which is soundly capital- 
ized may be penalized thereby in excess 
profits taxation.*° 


Government-Operated Utilities and Taxes 


One of the bitterest complaints 
against the government-operated utility! 
is that it escapes most taxes and therefore 
(a) the general taxpayers are subsidizing 
the electricity used by the consumers, and 
(b) the government operation is in un- 
fair competition with privately-owned 
utilities or is improperly utilized as a 
‘“‘yardstick.” The converse of this sub- 
sidy argument is that the government- 
operated utility often renders consider- 
able service (street lighting, etc.) free to 
government and that this constitutes a 
subsidy by the electric customer to the 
general taxpayer. The Federal Power 
Commission has made a rather extensive 
report on this matter,*? from which it 
appears that, adding taxes paid, cash 
contributions and free services and ex- 
pressing these in terms of a percentage of 
gross income, private utilities paid 13.2% 
in support of government, and govern- 
ment utilities paid 25.8%. 

Tennessee Valley Authority is, of 
course, the chief bone of contention. It 


return is computed as a percentage of the property or invest- 
ment devoted to public service. Excess profits tax income is 
an average of the income actually earned from 1936 to 1940, 
whether excessive or inadequate, or it is based on a per- 
centage of a “‘capital” item which does not correspond to the 
book capital. For example, the stock investment (capital 
stock) is included at 100% but borrowed capital (bonds) is 
also added to the extent of 50%. A utility with $10,000 of 
stock investment will (all other things being equal) be en- 
titled to a greater excess profits tax credit than one having 
$5,000 of stock and $5,000 of bonds. On the other hand, a 
utility capitalized at $10,000 which has borrowed $10,000, 
will, by that borrowing alone, be permitted to earn more 
than a $10,000 capitalized corporation which has borrowed 
nothing. 

31 Government operation is not new. In 1902 govern- 
ment operated 22.5% of all electric establishments, in 1937 - 
58.1%; but its proportion of plant capacity declined from 
9.4 to 7.2, of current sold from 7.8 to 5.7 and the number of 
customers served from 14.6 to 9.8—Bureau of Census, Cen- 
sus of Electric Industries, 1932, 1937. Itis, of course,T.V.A. 
which has drawn the greatest criticism. 

32 Rates, Taxes and Consumer Savings, Public and Privately 
Owned Utilities, 1935-1937. 
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is extremely difficult to evaluate the tax 
problem of this project apart from all its 
other aspects.** Prior to 1940, Tennes- 
see Valley Authority did not have to re- 
imburse the states for tax losses. By the 
Norris-Sparkman amendment in 1940,#4 
Tennessee Valley Authority was directed 
to reimburse the state and local govern- 
ments; it is to pay 5% of the gross pro- 
ceeds of power generated in Alabama to 
that state and a like percentage of the pro- 
ceeds from power gencrated in Tennessee 
to Tennessee.*® Any other loss by the 
states or their subdivisions seems to be 
due to the fact that distribution of elec- 
tricity is by public and cooperative sys- 
tems, which could be taxed, but are not. 
Tennessee Valley Authority, of course, 
avoids federal income and excess profits 
taxes. But since none of the federal 
power projects are under the regulation 
of the Federal Power Commission or are 
employed by it to determine how non- 
government-owned utilities’ tax payments 
should be treated, since the Tennessee Val- 
ley Authority return in 1944 was 4.1%, 
and since any additional profit of the proj- 
ect will inure to the federal government, 
no inequity would appear to result. 

It would seem to the present writer 
that the tax problem as to government- 
owned public utilities has been mooted 
far beyond its real significance. 

In Conclusion 


A great deal more thought and re- 
search needs to be put on the treatment 
of utility taxation. Certain taxes (real 
estate) can be seen as payment for serv- 


8s Opponents of the plan contend (a) that the full cost 
of T.V.A. is not reported (the Joint Congressional Committee 
Investigating T.V.A. estimated it at $500,000,000 but C. J. 
Green, in a report to the U.S. Chamber of Commerce, 
computes it at $800,000,000); (b) that the reported costs are 
not properly allocated between T.V.A.’s multi-purpose fa- 
cilities, thus giving the impression of a more profitable elec- 
tric operation than the facts justify; (c) that borrowings of 
government-owned utilities have the whole government 
credit back of them—all of which, opponents urge, prevents 
T.V.A. from being used as a “yardstick.” Proponents insist 
that the advantages of T.V.A. have not been fully appreci- 
ated; (a) going into a valley 74% agricultural (the entire U.S. 


ices rendered (as though the company 
hired its own policemen or firemen); 
certain taxes (unemployment insurance) 
will effectuate the same social purpose 
when applied to utilities as when applied 
to other businesses. But taxes imposed 
generally on (1) profits (return), (2) 
sales, or (3) capital will operate differ- 
ently in the case of a utility from what 
they do for other businesses because of 
the very fact of regulation. Further, the 
effect of taxes of this variety will depend 
on whether rate cases compute return on 
the fair value of property devoted to the 
pubiic or the investment of owners of the 
utility. Two companies may have iden- 
tical gross earnings and the same rate of 
return on property value yet they may 
have very different tax liabilities and very 
different amounts distributed to stock- 
holders. The federal excess profits tax 
allowed a corporation an excess profits 
tax credit based on “invested capital” 
which included equity (stock) capital and 
one-half borrowed (bond) capital. There- 
fore a utility capitalized by stock and 
bonds was subject to a greater tax than 
one having stock only. A study made in 
1943 by the Railroad Commission of 
California determined the point at which 
various utilities incurred excess profits 
taxes. One company became subject to 
such taxes when it had earned 4.41% on 
its rate base; another could earn 9.11% 
without tax. 

Similarly, the tax law permits the de- 
duction of interest on bonds as an expense 
in computing taxable income, but pay- 
ment on preferred stock cannot be so 


is 33%), whose residents had an annual 1935 income of $247 
(the national average was $513) from farms averaging 10.8 
acres (the national average was 28) T.V.A. increased the 
annual comsumption to 1598 KWH compared to 1044 for 
the rest of the United States at a cost of 1.96 per KWH per 
year compared to 3.66 in the nation; (b) T.V.A. was not so 
much intended to be used as a “‘standard yardstick”’ to which 
all privately-owned utilities must conform, but rather as a 
“comparative” yardstick by which to examine the advan- 
tages and disadvantages of government or private ownership. 

34 Resolution 88, Ch. 437. 

85 T.V.A. Act, Sec. 13. 
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treated. Yet it has many times been 
pointed out that there is a combination 
of bonds, preferred and common stock, 
which will assure the lowest capital cost 
and therefore necessitate the lowest charge 
to the consumer. Toward, this optimum, 
utility regulation operates. But when 
taxes also operate in regulation of public 
utility financing, an inconsistent plan re- 
sults, often at cross purposes with itself. 
To treat all taxes as an expense does 
not solve the problem; this merely shifts 
the inequity to the consumers rather than 
to the investors. The plan to allow 
normal taxes as deductions but disallow 
excess profits taxes may effectuate some 
equalization of utilities and non utilities 
but tax-wise it is unrealistic because the 
method of computation fixed by statute 
has been to figure the excess profits tax 
first and then deduct excess profits taxes 
in computing the normal corporate tax. 
It is hard to deny that the tax burden 
is a function of the capital structure and 
is considered by the investor in determin- 
ing the return which he demands on his 
investment. There is a similarity, yet a 
difference, between the private investor 
and the public utility investor. The 
former knows that high tax rates have 
come at periods of high profits; the latter 
faces the tax program with a relatively 
fixed rate of return. Taxation may be 
the method ordained by the legislature to 
regulate non-utility business and yet be an 
inappropriate and bungling interference 
with well-established utility regulation. 
Faced with these difficulties in ad- 
ministering both a tax program and a 
regulatory plan the old pattern of “fair 
return on value of property” seems ar- 
chaic. It would be far better (1) to 
make such adjustments in the tax acts as 
would not nullify the regulatory scheme 
and (2) to recognize the tax burden as a 
function of capital and, by varying the 
rate of return in accordance with the de- 
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mand of capital (including a reflection of 
tax changes) allow the utility to attract 
sufficient capital without imposing an 
undue burden on the consumer. 


In order that both regulation and 
taxation can fulfill their proper functions, 
it would seem that several changes need 
to be made. The rate of return of publi? 
utilities should be related to investment- 
rather than to “value” of property. It is 
desirable that regulation of a field of 
business be kept centralized, and, where 
utility regulation has already been con- 
ferred on utility commissions, taxation 
should not be employed as a regulatory 
device. Even where it is considered 
necessary to impose non-discriminatory 
taxes on public utilities as well as other 
businesses, care should be taken to so 
frame the tax acts as not to operate at 
cross purposes with existing regulatory 
policies. Except in real property, un- 
employment insurance, and similar “‘serv- 
ice” taxes, the tax burden should be 
recognized as a function of capital and the 
utility commissions be authorized, in the 
light of the utility and non-utility tax 
burdens and other factors, to vary the 
rate of return allowed so as to attract and 
retain necessary capital. This would re- 
quire that determination of rates should 
be by a much more flexible process 
dependent upon a fixed base (with ad- 
ditions and subtractions) plus a means of 
determining the extent to which the 
yearly rate should be varied to reflect 
risk, comparable investment yields, the 
soundness of financing, the tax burden 
and other objective data reflecting the 
capital attraction power of the utility. 
Finally, the use of sales taxes and all re- 
gressive similar taxes passed on to the 
consumer should be avoided. A proper 
recognition of the function of taxation 
and of regulation is the basis for a sound 
plan. Regulation, not-.taxation, is the 
primary interest of the public in utilities. 


ow, 
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Wartime Experiment in Federal Rent Control 
By DANIEL D. GAGE* 


HEN the Japanese surrended in 

August of 1945 following the havoc 
of Hiroshima and Nagasaki, the United 
States had experimented _ thirty-eight 
months with federal rent control. At 
the present writing rent control is still in 
effect in many areas and will continue 
until June of 1947 unless Congress in the 
interim rescinds the Price Control Ex- 
tension Act of 1946. This article will 
deal only with the war period, although 
many of the same problems exist in the 
postwar cra. ‘The focus will be upon the 
pioneering effort of a nation suddenly 
confronted with the necesssity of regulat- 
ing housing rents during wartime emer- 
gency. The purpose of the article is to 
leave a record of problems encountered 
for the guidance of future rent controllers 
should a similar situation arise again. 

It was apparent to government leaders 
and business advisors that, following 
Pearl Harbor, there would be a practical 
cessation of private home building, re- 
sulting in a subsequent immediate hous- 
ing shortage in the war industry, military 
and naval centers. The question was 
not why rent control was necessary but 
how it was to be accomplished. 


It is to be remembered that there was 
no real precedent or pattern of past ex- 
perience to be followed. True, in the 
last war there was a guise of elemental 
rent control in certain shipbuilding areas 
but this represented nothing more than 
citizens’ committees of persuasion not to 
raise rents. There were no effective 
sanctions for backing up edicts of the ad- 
ministrative body. Even the British plan 
in effect in 1941 offered no guide for ac- 


* Associate Professor, School of Business Administration, 
University of Oregon. Formerly, District Rent Executive, 
Portland, Oregon, Office of Price Administration. 


tion here in the United States. Condi- 
tions were totally different. The devas- 
tation to homes resulting from aerial 
bombing by the Luftwaffe created in 
England the need for a drastic rent con- 


-trol law which included even enforced 


billeting of homeless persons. The Uni- 
ted States”would face no such trying 
situations and the public would not 
buckle down to legislation beyond the 
current requirements. As a consequence 
the law- and regulation-makers were 
forced to start from scratch with an 
experiment. 

Some spade work had been done in 
rent control for the District of Columbia 
prior to December 1941. From that 
date until late in January 1942, hearings 
were held with congressional leaders, 
real estate and housing authorities on the 
problem of how to control rents and the 
basis for rental evaluation on a national 
scope. The criteria for a method were: 


1. A fair method which would reflect the 
average return on property under normal 
times and conditions. 

2. A method which would have exactness and 
be so objective that there could be uniformity 
of application throughout the country. 

3. A method which would eliminate long 
drawn out disputes and avoid simulation of 
court procedure under condemnation action. 
4. A method which could put be into oper- 
tion immediately. 

5. A method which could be easily adminis- 
tered with the minimum number of personnel. 


Methods Azailable 


What were the avenues open to these 
pioneers in rent control in the way of 
rental evaluation approach? Obviously 
there could be no control until a base 
could be established for all properties 
subject to control. Naturally, rental 





on dl De @ Tl @ Tt. ee ee ee eee 


Qo ty 


FEDERAL RENT CONTROL 


evaluation is a stem of real property ap- 
praisal. The goal, however, was to ar- 
rive at weekly or monthly rental value of 
a unit, rather than to arrive at its total 
capital value. Had commercial or even 
strictly income properties been involved, 
a standard appraisal approach might 
have been made, but the rent law was 
to encompass single houses, apartments, 
housekeeping rooms, hotel rooms—every 
conceivable makeshift that the housing 
shortage would ultimately create. What 


then were the methods of evaluation 
that might be used? 


1. There was, what might be termed, the ap- 
praisal method. Appraise the total value of 
the subject property, and then say that the 
gross rent to be received monthly should be 
one-twelftth of a given percentage of total 
appraisal value. This has also been dubbed 
the “fair return upon fair value” approach. 


2. There was the comparability or grading 
method, which would classify various types of 
housing into grades and determine the most 
common rental found for a given grade, then 
assign that figure to the particular grade. 


3. There was the so-called “‘fair rent” method. 
Inexperienced persons believed that by some 
legerdemain process or by the waving of an 
appraisal wand, a fair, equitable, just (or any 
other synonym) price could be arrived at, 
ipso facto. It was a method that might have 
had its roots in Thomas Acquinas’ theory of 
the “just” price of canonistic days. There 
could be no basis for evaluation unless sup- 
ported by one of the other methods. Hence, 
this was a nebulous concept, existing only in 
the minds of the most optimistic Pollyannas. 


4, There was the fixed date, maximum rent 
date, or “freeze”? date method—one that was 
to be applied subsequently to other com- 
modities under OPA regulations. This 
method would set a date and allow rents that 
were being charged on that date. 


The four methods outlined above were 
cast against the five criteria above and 
method No. 4, the freeze date, ranked 
highest in rating for each of the tests of 
acceptability; hence, it was chosen. 


Merits of Freeze Date Plan 


Opponents of rent control have con- 
demned this method as “unfair.” When 
applied to specific isolated incidences it 
probably was. Yet, over-all, it was 
fair if we use that term to mean*“‘no 
discrimination.” Back of the freeze date 
method is this line of reasoning: When a 
value is to be set outside of normal bar- 
gaining conditions by a third party, 
neither party affected will admit of the 
result being correct. Why not, then, let 
the price stand as of the designated date 
before housing shortages arose since that 
price, presumably, was arrived at under 
free bargaining between the landlord and 
the tenant and represented the highest 
price the landlord could secure for the 
rental of the premises? ‘The chief attri- 
butes of the freeze date principle are: 
first, its objectivity. If a house was rent- 
ing on March 1, 1942 for $50 a month, 
then $50 becomes the future rent and the 
base rent tor the property. Second is the 
rapidity with which control could be 
effected. And third, there is the ease of 
administration. Most important, the 
freeze date by-passed the need for total 
evaluation of the property which was not 
the desideratum but only the means to 
the end. 

As rent control went into operation 
there was clamor for an appraisal method, 
“fair return on fair value.” The pro- 
ponents had no idea what such a method 
would involve in wartime conditions 
with limited manpower available. It 
would have required the detachment of 
the equivalent of two divisions, made up 
of expert appraisers, to tackle the prob- 
lem of appraising 14,000,000 rental hous- 
ing units in the country. The war would 
have been over before the last piece of 
property had been appraised and the 
rental set. Experience shows that a 
county assessor’s office needs about twelve 
years of accumulated records and experi- 
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ence before it can do an effective assessing 
job. How could there have been any 
rent control during the war, if simply 
those housing units which had been ap- 
praised were the only ones under control? 
The method had to be one that would 
bring all in at one time in a given 
area. 

Another factor often overlooked is the 
purpose to be accomplished. The pur- 
pose of rent control was to stabilize prices, 
not to tell anyone what he ought to be 
receiving in wartime. Despite price con- 
trol of commodities there is bound to be 
an upward evaluation of items. Even 
if the appraisal method had been used it 
is doubtful if it would have been any 
fairer. It depended too much upon the 
infallibility of the appraiser. Could he 
keep his yardstick from stretching from 
beginning to end? It is likely he would 
end up with a shifting base. The man 
whose house was appraised in 1943 would 
have the advantage over the man who 
was so unfortunate as to have his house 
appraised in 1942. 

Failing in the adoption of the apprai- 
sal method and plans for equalization 
of rentals, critics of the rent control 
launched forth an advocation of greater 
local autonomy. Better control, they 
felt, would be achieved by allowing each 
director more discretionary powers. If 
this plan had been adopted and carried to 
the extreme, uniformity of application of 
control would have disappeared and the 
“fair rent” idea would have come into 
full bloom. The result would have been 
conditioned by the degree of pressure ex- 
erted. Far greater discrimination would 
have been encountered and the base 
would have melted away. The printed 
regulations were the dizector’s only haven 
of escape from pressure groups. There 
were some grounds revealed by experi- 
ence for adjusting the regulations to local 
conditions and customs in established 


rental practices to secure more flexibility, 
but not for wider discretionary powers. 


Authority Under Price Control Act 


The emergency Price Control Act was 
passed late in January 1942 and the 
freeze date principle was contemplated.' 
Congress merely gave the blanket author- 
ity for price control and left the specific 
details or regulations to be devised by the 
administrators. From January to June 
1942, the rent division of the OPA was 
set up provisionally. It experimented for a 
time with sponsoring the formation of vol- 
untary fair rent committees in cities fac- 
ing a housing demand greater than the 
supply. It also began the draft of the 
Federal Rent Regulations when it became 
apparent that the local fair rent plan 
was not likely to succeed. By May the 
fair rent sponsorship plan was dropped 
and federal control was invoked in a score 
of areas in the following month. 


Rent Control in Operation 


Federal rent control began operation 
in June of 1942 in port cities on the At- 
lantic and Pacific and in certain inland 
cities booming with war industries or 
near army or navy cantonments, depots, 
and installations. The plan was to de- 
clare a given area a Defense Rental Area 
when a sharp rise in rents became ap- 
parent. It was not the plan to cover the 
entire United States. Rural areas and 
communities not affected by factors of 
the war would probably have no need 
for control. A defense rental area was 
generally made up of a county or a group 
of counties surrounding a metropolitan 
area. 

Selection of the Freeze Date. When an 
area had been declared: a defense rental 
area, which was done after surveys of 

1The word “contemplated” is uscd advisedly. The 
law does not state the exact method. It is merely sug- 


gested by implication from the method of price control 
for other goods. 
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rents over a period of time had been made, 
a freeze or maximum rent date was es- 
tablished for that particular zone. It 
was presumed to be a date, on the first of 
a given month, before expanding war in- 
dustry, or other factors connected with 
the war, had created an appreciable rise 
in rents. A second date was also es- 
tablished, the effective date, or the date 
when all housing units in the area came 
under control. The second date lagged 
anywhere from a year to three months 
from the first, requiring any rents ad- 
vanced from the freeze to the effective 
date to be rolled back. Later, a third 
date was involved—the date when regis- 
tration of rental housing units was to be 
completed. 

Naturally the selection of the freeze 
date was a paramount factor in allocat- 
ing the rents to be received in a given 
area. Considerable criticism was encoun- 
tered in the choice of the freeze date. It 
is believed that some were set too far 


back, causing a rollback in rents which 
landlords had been accustomed to re- 


ceive for over a year. However, once 
a date had been selected, there was no 
backing water. The error simply had to 
be carried as a burden for the adminis- 
trators of that particular area. As the 
national office gained more experience, 
freeze dates were selected with greater 
care and accuracy. Generally, January 
1 of a given year was selected because 
(1), it was a date easily remembered, and 
(2), it allowed for more ‘“‘tolerance”’ be- 
tween the normal period and the tran- 
sition to the boom rental period. 
Registration. It is axiomatic that no 
real estate transaction should be without 
written evidence. Rent control could be 
no exception to this rule. Written evi- 
dence of the rent charged and the condi- 
tions and agreements under which it was 
charged had to be reduced to writing. 
There was provided a certificate of regis- 


tration, which the landlord was required 
to make and sign, for each rental housing 
unit. Three carbon copies were pro- 
duced. After being processed or ‘“‘ed- 
ited” by rent office employees, one copy 
was indexed and filed in the rent office, 
one was returned to the landlord, and 
the third copy was sent to the tenant as a 
verification of the landlord’s certified rep- 
resentation of the freeze ‘date rental. 
The original became the basis, as well as 
the price tag, for the settlement of sub- 
sequent disputes and adjustments on the 
subject rental unit. 

Adjustments. Rare is the law that can 
be written which will deal justly with 
each case under its jurisdiction. It was 
anticipated, when the rule that “each 
housing unit shall receive the rent it was 
charging on the maximum rent date” 
was promulgated in the Federal Rent 
Regulations, inequities would result. To 
use the vernacular, the basic principle 
had “bugs” in it. It was provided, 
therefore, for a number of allowable 
grounds for adjustment upward, and also 
downward in some situations, from the 
freeze date. This action was to be initi- 
ated by petition by the aggrieved land- 
lord upon forms provided by the rent 
office. At the end of the war there were 
some fourteen grounds for adjustment 
which fell into the following general 
groupings: 

1. Situations where the landlord had made a 
substantial capital improvement in the hous- 
ing accommodation since the freeze date, or 
had added a substantial increase in services 
rendered the tenant. 

2. Situations where there had been a sub- 
stantial increase in the number of persons 
then occupying the premises. This was not 
one of the original grounds but, with crowd- 
ing in and doubling up, it was necessary to 
make this amendment to cover a situation not 
previously encountered in rental practices to 
any extent. 

3. Situations where, due to blood, special 
relationships or peculiar circumstances the 
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rent charged on the freeze was substantially 
below the rent common for subject type of 
housing accommodations, and where free 
bargaining was absent on the freeze date. 


4, Situations where the net income received 
under rent control was substantially below 
that which had been received in the year be- 
fore rent control was invoked. This was one 
of the later amendments and resulted from 
aggressive action taken by real estate trade 
bodies. 


Petition Load. It was anticipated that 
all cases of gross inequities could be 
ironed out by application of the above 
grounds. It was not contemplated that 
minor or marginal cases could or would 
be handled. ‘The organizational setup of 
the rent division was based upon an esti- 
mate of the probable work load imposed 
by processing registrations, petitions for 
adjustment, and control of evictions. 
The original thinking was that the peti- 
tion or adjustment load would be light. 
Here a grave error was made. When 
registrants began to hand out petitions 
right and left to avoid an argument dur- 
ing the registration process, petitions 
piled up in huge stacks. Because it was 
necessary first to process the registrations, 
petition action, for lack of sufficient 
personnel, had to be delayed from three 
to six months after the effective date. 
Public relations were naturally strained 
due to this delay. In the effort to rush 
into petitioning processing before suffi- 
cient data and experienced workers had 
been gathered to do a good job, some un- 
sound practices developed. All through 
the war period, the staffs of most rent 
offices could never quite catch up. The 
overload of initial petitions proved to be 
too big a bite for proper digestion. 

One of the reasons for the avalanche of 
petitions was due to the fact that the lan- 
guage of the grounds appeared to most 
petitioners to fit exactly their case. An- 
other reason was the general lack of 
understanding of the amateur landlord 


of general conditions prevailing on the 
freeze date and in the preceding period. 
Studies of rental rates and ranges on the 
registrations clearly indicated that there 
was often a wide range of rates for similar 
types of housing. Rates varied even 
within a given apartment building. Every 
seasoned rental manager recognized this 
condition. It resulted from the varying 
bargaining power of different landlords. 
But suddenly, when Smith discovered 
that Brown across the street was getting 
$5.00 more for the same type of housing 
unit, he immediately rushed to the rent 
office for his raise. 

The rent law never contemplated equa- 
lizing rents in the same class of housing 
accommodations or between different 
landlords. It contemplated only stabiliza- 
tion of rents. There were many cases 
when one landlord was receiving well be- 
low what others were getting, but he had 
no allowable ground. There was nothing 
that could be done for him initially. 
Later, the “peculiar circumstance amend- 
ment” was cautiously introduced to alle- 
viate this type of case. Again the gen- 
eral language prompted a flood of peti- 
tions. The sheer weight of doubtful and 
non-qualifying cases tended to prevent 
or delay action on the very case which 
the amendment was designed to alleviate. 

Meaning of ‘‘Substantial.”’ It will be 
noted that in listing the allowable 
grounds above, the word “substantial” 
repeats itself. ‘This word was the crux of 
most actions on petitions. It was antic- 
ipated that the petitioners would, to 
again resort to street language, ‘‘two-bit 
the rent office to death,” or that raises 
would be sought on flimsy grounds. The 
increase in service or improvement had to 
be “substantial” before favorable action 
would be taken. Attempts to define sub- 
stantial were difficult. Generally, the in- 
crease in rental value had to be approxi- 
mately twenty percent. 
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Repairs Versus Capital Improvement. An- 
other bone of contention related to 
maintenance and repairs. Making re- 
pairs and maintenance was not an allow- 
able ground unless they were so extensive 
as to constitute complete rehabilitation, 
and thus fell under the ground of capital 
improvement. Putting on a new roof, 
painting the outside, laying new linoleum 
in the kitchen, calsomining the walls, by 
themselves were merely repairs and main- 
tenance. In combination they might 
qualify for a rental adjustment. The 
theory behind this ruling was that, in 
ordinary times, a landlord had to main- 
tain the premises or the rent would be 
forced down. Sometimes a paint job 
would attract a higher paying tenant 
temporarily. It was felt, however, that if 
allowances were made for repairs there 
would be an insidious pryamiding effect. 
To illustrate: Assume a house was rent- 
ing for $50 per month on the freeze and 
had for several years previously. It was 


painted shortly after the freeze date and 
$10 increase was allowed. Repairs on 
the inside were made, and a $5 raise per- 
mitted. A year later, the roof was re- 
placed, and $7.50 allowed. It was again 


painted, and $6 allowed. In a space of 
two years a total increase of $28.50 would 
have taken place or a percentage raise 
of 57%. No such condition would have 
prevailed under normal times. 


Parity With Other Commodities. Not 
without just grounds did landlords com- 
plain about the increased costs of items 
for repair and replacement without be- 
ing permitted a corresponding raise in 
rents. If, for example, a plumbing re- 
pair job had advanced from the freeze 
date from $2 to $7.59, why was not a hike 
in rents appropriate? If the parity 
theory had been accepted by OPA such 
a question should be answered in the 
positive. But the parity theory was 
never looked squarely in the face. The 


administrators shied away from any idea 
of a blanket raise, tor fear, probably, of 
disturbing other controls. Certainly 
the labor bloc in Congress would have 
been quick to break the wage ceiling, and 
the old merry-go-round would have 
started with no stopping. However, the 
whole question of parity lies beyond the 
scope of this section, and the writer can 
temporarily side-step the issue by saying 
it was a matter over which the rent divi- 
sion had no authority. But few rent 
directors could go to bed at night with- 
out having parity arguments still ringing 
in their ears. 

Basis for Dollar Adjustments. If a peti- 
tion for rent adjustment qualified under 
one of the allowable grounds and the 
rule of substantiality was met, an adjust- 
ment was made. In the beginning, rent 
examiners were working in the dark. 
Confronting them, for example, were the 
questions of what was the amount of in- 
creased rental by reason of the landlord 
having added a new gas range; if two 
more people occupied.the premises; an ex- 
tra room was added; the entire unit was 
rehabilitated. In praetice normal market 
conditions would have quickly answered 
the questions. But an artificial market 
was being dealt with. Most rent offices 
worked out schedules or tables based up- 
on data secured from previous rental 
practices of organized real estate trade 
bodies. It meant pioneering a phase of 
evaluation never before encountered. 
That initial mistakes were made was in- 
evitable. As offices gained more experi- 
ence, uniformity of results were obtained 
and at least it can be said disparities be- 
tween adjustments for the same type of 
cases tended to disappear. 


The Problem of New Rental Units 


Rental units which were not rented on 
the freeze or those which were being 
offered for rent for the first time were 
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severe headaches to the rent staffs. Ob- 
viously it would be unfair to allow one 
class of landlords a higher rent level than 
another. There had to be a modification 
of the freeze date method since it did not 
apply. They were forced to go back to 
a method of comparability or grading in 
an endeavor to line the price on newly 
rented units with those of the freeze date 
units. This condition developed the 
rule of comparability. 

In appraising fesidential property 
where the capitalized income method is 
hardly appropriate, it is customary to com- 
pare the subject property with others 
where sales figures are available, and to at- 
tempt to secure a matching. This method 
is often called the market approach. When 
rent offices were first faced, in the fall of 
1942, with the problem of passing on 
newly rented units, or adjusting rents on 
freeze date rentals where normal bargain- 
ing was precluded, they did not know 
which way to turn. Some proceeded 
blindly, relying upon subjective judgment 
of appraisers. This method was unsound 
because of danger of the changing yard- 
stick and shifting base mentioned earlier. 
The Portland-Vancouver Defense Rental 
Area Office pioneered the development 
of comparability tables to fortify the 
judgmental process, and to hold the base 
firm. Studies were made from field in- 
spections and the index of registrations. 
If, for example, there were fifty, five- 
room unfurnished houses being rented on 
Washington Street and its immediate 
environs so that the district type remained 
constant (the rentals ranging from $27.50 
to $45.00 but $35.00 being the most often 
repeated figure, or modal average), then 
that figure became the standard or pre- 
vailing rent for the type or grade. It 
was presumed to be the comparable rent 
on the freeze date since it was derived 
wholly from freeze date rentals. 


If a similar rental unit was first rented 
after the freeze date for $50 per month, 
then it was substantially above compara- 
bility and the rent was ordered to be 
reduced to $35. It is one thing to deny a 
person an increase in rent, but it is quite 
another to reduce his rent. Without the 
backing of comparability tables, it would 
have been a difficult task to convince the 
justice of the action which was to bring 
old and new rental rates in line. The 
use of the comparability table always 
brought the focus back to the base and 
prevented rent examiners from develop- 
ing inflationary myopia. 


The Problem of Newly Constructed Units 


By a priority system some new con- 
struction of private housing units was 
allowed under the War Production Board. 
By agreement with the Office of Price 
Administration it was stated that rents 
allowed for new construction would be 
determined by the War Production 
Board through the Federal Housing Ad- 
ministration. The latter government 
agency allowed for increase in construc- 
tion costs since the freeze dates; and gen- 
erally rents were above comparability. 
This inconsistency was always used by the 
landlord of older structures for grounds 
for rent adjustment, but it was a matter 
over which the rent division had no con- 
trol. On strictly remodeling jobs, with 
priorities or without, Office of Price Ad- 
ministration had jurisdiction and com- 
parability was the basis for setting the 
rent rates. 


A plan was devised for government 
subsidized house conversion to be oper- 
ated through the skeleton force of the 
older Home Owner’s Loan Corporation. 
It the staff architect deemed marginal 
housing structure worthy of remodeling 
or conversion in order to provide more or 
better housing units in distressed areas, 
the government would lease the property 
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from the owner for a period of seven 
years. Conversion would then be made 
at government expense. It was hoped 
that the money advanced could, from 
the rentals received, be amortized dur- 
ing the term of the lease. Between 
the conversion agency and the Office of 
Price Administration it was agreed that 
the rents charged should conform to pre- 
vailing or comparable rents for similar 
types of housing on the freeze date plus 
an allowance for increased cost of con- 
struction. A considerable number of 
owners of marginal property took ad- 
vantage of this plan, although the total 
was insufficient to have an appreciable 
effect in reducing housing shortages. 
The rents were usually set provisionally 
by the Home Owner’s Loan Corporation 
(later the Federal Public Housing Author- 
ity), and then became subject to review 
by the Office of Price Administration 
rent division. A dog fight resulted be- 
tween the two agencies because of the 
difference in their objectives. One was 
to provide housing. One was to control 
rental rates. The Home Owner’s Loan 
Corporation did not have the data on 
prevailing freeze rentals and Office of 
Price Administration did. After nearly 
a year of bickering the adjustments were 
finally agreed upon. As in the case of Fed- 
eral Housing Authority priority houses, 
rents tended to be above comparability, 
and again the private landlord could 
point out that government-sponsored 
housing was receiving more than were 
his units. 


In Summary 
This delineation of operational methods 
and problems of the war-time experiment 
in federal rent control is by no means in- 


clusive of all phases. Control of tenant 
evictions, black markets, compliance, ap- 
peal and protest, and enforcement are 
phases which lack of space prevent bring- 
ing into the discussion. 


Before concluding this paper it will be 
well to turn the light on some errors made 
and to consider the effects of rent control 
on property valuations, housing and re- 
lated subjects. But first a word of 
caution. It will be some time before eco- 
nomic historians can properly appraise 
the rent control experiment. It is danger- 
ous at this time, with control less popular 
than during the war period, to make any 
conclusive appraisal. 

If any error was apparent from oper- 
ational experience it was in allowing a 
spread in rents between freeze date 
rentals (old) and new rentals (rented for 
the first time after freeze date). To per- 
mit one class of landlords to receive more 
than another is obviously unfair. Such 
discrepancies tended to undermine popu- 
lar support of the law. Yet, it was not a 
mistake of the law which attempted to 
obviate it. It simply resulted from rent 
offices being incapable of handling new 
rentals as fast as they came up—a purely 
operational problem. 


If a rent control law is ever put upon 
the books in the future, the question of 
parity must be faced squarely. Certain 
other commodities had been allowed to 
move up before coming under price con- 
trol. Subsequent to control, blanket up- 
ward adjustments on other commodities 
were made, but never with rent. Time 
and again it has been proven that one 
commodity can not be controlled unless 
all others are controlled at the same time. 
Parity has two meanings. Primary (di- 
rect) parity would mean, as applied to 
rent, that as the costs of maintaining 
rented property to the landlord increase, 
then income (rents) shall be adjusted to 
keep pace. In individual situations where 
the landlord could show that his net in- 
come has substantially decreased under 
rent control, he was permitted to petition 
for adjustment, as pointed out earlier. 
However, for many landlords this was 
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difficult to prove because adequate rec- 
ords had not been maintained. 

Secondary (indirect) parity refers to 
the purchasing power of the income re- 
ceived by the landlord in relation to the 
price of goods and services he must pur- 
chase in addition to those required to 
maintain the premises—goods and serv- 
ices required for his personal living. 
If these goods have advanced in price, 
and his income is held constant by 
reason of rent control, there is a lack of 
parity in his purchasing power. The 
answer to primary and secondary parity 
goes back to the root of price control 
policy. There must be control on all 
goods at the same time, and blanket ad- 
justments in one line can not be made at 
the expense of another or the whole price 
structure is placed on a wobbly foun- 
dation. 

Another point that relates to parity is 
a situation of control on rents but no 
control on the sales price of housing ac- 
commodation. Experience showed that 
rents can not be controlled effectively un- 
less there be some control on the sales 
price. This condition was most patent 
in the single family units and small 
multiple units. When a prospective ten- 
ant found he could not obtain quarters by 
renting, he sought the eviction of a pres- 
ent tenant by buying the place desired. 
The only defense the existing tenant had 
available was to meet or better the offer 
made. This tended to skyrocket housing 
values and caused unnecessary tenant 
dislocations. It also set the stage for a 
future collapse in the housing market. 
It forced people who would have preferred 
to be tenants by reason of transiency or 
uncertain income to become unwilling 
owners on a thin equity. When and if 
unemployment should become _ wide- 
spread, these owners will be the first to be 
forced into liquidation. The price con- 
trol administration attempted to plug 


this obvious loophole by placing a three 
months waiting period on sale of tenant- 
occupied housing and by requiring a 
twenty percent cash down-payment. 
While slightly delaying sales, these de- 
vices did not stop the upward march of 
sales prices. This lack of parity between 
rents and sales prices of housing:seriously 
weakened controls by inviting subter- 
fuges and by further limiting the rental 
housing supply. 

Effect on Property Values. A question 
which naturally comes up is—what effect 
did rent control have on propery valua- 
tions? ‘That question as applied to single 
or small multiple rental units has already 
been answered. Unhampered by down- 
payment and delay in possession restric- 
tions, owner-occupied property advanced 
sharply upward. As to large multiple 
units under rent control there is still a 
controversy. Opponents of rent control 
have maintained that it forced values 
down. There has been exhibited no con- 
crete evidence of this statement. Sales of 
auto courts, hotels, and apartments were 
continually being made during rent con- 
trol at prices in advance of those of pre- 
control days. The rent administrators 
made several surveys which tended to 
show that as far as net income was con- 
cerned the majority of landlords of hotels 
and apartment houses were in a better 
position under control than before be- 
cause increases in certain operating ex- 
penses were more than offset by the elimi- 
nation of cost of advertising, and of re- 
decorating for each incoming tenant and 
vacancies, a common factor in ordinary 
times. Many a marginal multiple housing 
unit for the first time bounced out of the 
red. There is no evidence that rent con- 
trol depressed prices of any real estate. 
On multiple unit rental housing proper- 
ties it merely acted as a temporary brake 
on inflationary sales prices. One needs 
only to look at present prices revealed in 
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real estate want ads in almost any news- 
paper in the country to substantiate the 
preceding statement. 

There may be some who will attribute 
our present housing shortage to the effects 
ofrentcontrol. The Office of Price Admin- 
istration had become accustomed to the 
role of scapegoat for many of the malad- 
justments during the war period but, as a 
causal factor in housing shortage, it must 
be absolved of blame. Limitations on 
construction and priorities required by 
other government agencies, notably the 
War Production Board, prevented much 
new private housing. ‘True, the ceilings 
on rents would naturally discourage new 
housing if materials could have been se- 
cured readily, despite the fact that the rent 
law allowed an adjustment to cover in- 
creased costs of construction. The gov- 
ernment felt, however, that temporary 
vacuums in housing could best be met by 
public housing projects and it discour- 
aged wartime private construction. The 
general policy of the government, then, is 
the doorstep upon which to lay the hous- 
ing shortage foundling. 

Consolidation of Government Agencies. This 
discussion of housing leads us to a final 
observation which apparently was not 
recognized in the excitement of war. 
Rent control measures and the supply of 
housing are closely bound up in each 
other. The effectiveness of rent control 
in given areas is correlated positively 


with the supply of rental housing units. 
Public housing, semi-public housing and 
government-sponsored private housing 
are in effect control devices themselves. 
Instead of consolidating the activities 
of rent control and of providing tempo- 
rary housing under one general agency, 
they were given to several different 
agencies. Since each had different ob- 
jectives they ran counter to each other 
and caused no end of confusion and con- 
flict. Should another situation arise simi- 
lar to the period of 1941 to 1945, it would 
be well for the Congress to establish an 
agency which would combine the func- 
tions performed by the rent division of 
Office of Price Administration and that 
performed by the various divisions of the 
National Housing Authority. 

As far as rent control itself is concerned, 
a fairly distinct pattern had been laid 
down. Aside from specific points men- 
tioned previously, corrections would be 
made in the regulations, selection of 
personnel, operational procedure, and 
public relations. But it is extremely 
doubtful if any other basis of control 
would be substituted. The freeze date 
principle was not a perfect one. It had 
imperfections but largely because of the 
human equation. At the same time, 
however, it proved by experience to be 
the best method, considering the limit- 
ing factors of time, manpower, and 
budget occasioned by a war economy. 





European Antecedents of Land Tenures and Agrarian 
Organization of Hispanic Americat 
By DAVID WEEKS* 


7. article, presenting the historical 
background of the Castilian agrarian 
system, is the first of a series of three 
which are intended to show how the 
agrarian organization and land tenures of 
the Hispanic American countries attained 
their present characteristics. ‘The pres- 
entation in this series of present-day 
agrarian conditions will be attempted, 
however, for only one of these countries, 
Bolivia—a logical example. In Bolivia, 
more than in the other countries of South 
America, there still exists many of the 
primitive customs introduced from Spain 
as well as other persisting remnants of the 
pre-Spanish civilization. With this ini- 
tial series the background will have been 
completed for some of the other countries, 


and part of the background for all of. 


the countries of Hispanic America. The 
second article of the series summarizes 
the important stages in the evolution 
in America of the Spanish colonial 
agrarian system. The third and last 
article integrates the foregoing back- 
ground, together with that of the pre- 
Spanish civilizations of the central Andes 
and of the early Republican period of the 
past century into the present-day pattern 
in Bolivia. 

While the objective in presentation is 
not specifically that of inspiring land re- 
form, such defects as the absence, with 
notable exceptions, of a virile country life, 
incomplete utilization of resources, in- 
accuracy of titles and land surveys, ex- 
treme economic and cultural inequalities 
among the different population groups, 


t Paper No. 116, Giannini Foundation of Agricultural 
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and the ill effects of absentee landlordism 
cannot escape the attention of the ob- 
serving reader. The impending dangers 
which beset the proprietors of large 
landed estates as well as their opportuni- 
ties and social obligations continuc, in 
many of the countries, to be unheeded by 
the patrones whose political power so far 
has enabled them to retain their obsolete 
status. 


Sources of Influence 


Present-day rural organization and 
land tenures in Hispanic America grew 
out of customs and laws which recreated 
in the Western Hemisphere many ancient 
and medieval institutions of southwestern 
Europe. The early immigrations to the 
mainland of South America came from 
the interior of the Iberian Peninsula, 
nearly 97 per cent of the settlers to Peru 
in 1534 coming from Castile, Leén, Estre- 
madura, and Andalusia.'! Possibly even 
more important than the sources of the 
general populations were the early en- 
vironments of the great lawmakers and 
administrators of the Spanish colonies, 
especially those who shaped the agrarian 
pattern such as Toledo, the great viceroy 
of Peru from Andalusia,? and his col- 
laborator Matienzo from old Castile.* 
Many other leaders, likewise, were from 
these central provinces. But agrarian 
conditions in the Spanish American colo- 
nies in the sixteenth century resembled in 
many respects those of medieval Castile 
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and Leén some three centuries earlier. 
This pre-colonial Castilian agrarian sys- 
tem had grown out of early Iberian 
customs upon which had been super- 
imposed centuries of German and Roman 
influence. Although the Phoenicians 
had established settlements in Spain as 
early as the eleventh century B.C. and 
had, under Greek domination after the 
third century B.C., greatly expanded 
their interests, their culture seems to have 
been replaced almost completely by that 
of the Romans. More important than the 
Greek influence ufon the tenure and util- 
ization of land in Spain were the early 
civilizations of the Celts and Iberians 
and the pre-Roman influences upon the 
latter from Africa.t The Celts are sup- 
posed to have invaded the central regions 
of Spain as early as the sixth or fifth cen- 
turies B.C. and have mixed with the older 
inhabitants, the Iberians, giving rise to 
the Celtiberos, as the mixture was called. 
Upon these primitive cultures were super- 
imposed six centuries of direct rule by the 
Romans, three centuries of Roman and 
German influence under the Visigoths, 
and five centuries of chaotic government 
by the Arabs and Berbers. Spain had 
been subdued by the Romans in 201 B.C. 
During the ensuing two centuries Roman- 
ization had become ccmplete with the ex- 
ception of a few small areas. Augustus 
subjugated the northwestern provinces in 
31 A.D. In 212 A.D. the provincial 
government of the Roman empire had 
bestowed upon their conquered provinces 
the rights of Roman citizenship and with 
it Roman rights in property.’ At the 
same time had been imposed upon them 
the contingent onerous burdens of these 
rights. 

In 406 and 407 A.D. Spain was over- 
run by hordes of German barbarians. 


4J. P. Oliveira Martins, Historia de la Civilizacién Iberica, 
(Buenos Aires: Imprenta de F. y M. Mercatali, 1944), pp. 31- 
51. 
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Following the conquest by the barbarians 
the Goths became the governors of Spain 
after they had become partially civilized 
under Roman influence and after Rome 
had become greatly changed by centuries 
of contact with these and other popu- 
lations. The importance of this contact 
of the Romans and Germans before the 
latter invaded Spain has not been gener- 
ally recognized. Probably a century be- 
fore the establishment of the Visigothic 
Kingdon in Spain (531-711 A.D.), the 
Goths exercised over that territory, in the 
name of Rome, a degree of authority fol- 
lowing the Roman pattern of govern- 
ment. But the Roman bishops contin- 
ued to be the major factor in the govern- 
ment of Spain. 

Over a space of a thousand years, 
from the time the barbarians were over- 
running Spain until the discovery of the 
Americas, the two major elements of 
Spanish law, Roman and Gothic, weve in 
the process of amalgamation. First one 
and then the other of these elements 
seemed to gain supremacy. ® 

Although exercised over a half a mil- 
lenium, the influence of the Arabs was of 
less importance in the evolution of Span- 
ish tenures than that of the other invading 
populations. The Moors or Saracens, 
under the domination of the Arabs, had 
invaded Spain in 711 after many centu- 
ries of Spanish-Roman-Gothic rule had 
set the agrarian pattern. This pattern 
in its entirety was preserved in northern 
Spain where many of the Gothic-Roman 
nobles took refuge. The agrarian insti- 
tutions of the peasantry, free and servile, 
many of the lower-ranking members of 
the hierarchy, some of the lords of vast es- 
tates, and numerous ecclesiastics and 
their monasteries were preserved in the 
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area claimed by the invading Moham- 
medans. 

Local charters and privileges, and with 
them Gothic influence, gained an im- 
portant place during the chaotic period 
of the Reconquest. Then there came a 
period after the reconquest during which 
political jurisdiction and landed property 
rights were being reconstituted and dur- 
ing which there was a pronounced revival 
of Roman influence through the growth of 
universities both in Spain and in Italy, 
the exchange of students between these 
countries and the increased learning of 
the clerics in the monasteries. 

But the native, local, and customary 
laws containing an important remnant of 
German influence regained most of their 
lost position before the close of the form- 
ative period in the evolution of Spanish 
law, which had about ended at the time 
of America’s discovery. It was this pe- 
riod of Castilian reconstruction immedi- 
ately preceding that discovery, together 
with its reflection of ancient beginnings 
and forecast of changes to come, which 
was important in the moulding of the 
pattern of American institutions. 

To analyze these influences upon the 
entire Spanish agrarian structure would 
require detail beyond the objectives 
stated at the beginning of this article. 
For the primary purpose of tracing fac- 
tors of influence on American tenures, 
therefore, consideration will be limited to 
the following: (1) the royal domain— 
patrimony of the Crown; (2) communal 
properties—patrimony of the municipali- 
ties; (3) private property in land— patri- 
mony of the aristocracy; (4) quasi-feudal 
tenures—sources and remnants; and (5) 
property rights and personal status of the 
peasants. Cardenas presents a more in- 
clusive classification.’ 


7 Francisco de C&rdenas, Ensayo Sobre la Historia de la 
Propriedad Territorial en Espana (Madrid: Imprenta de J. 
Noguera a Cargo de M. Martinez, 1873). 


The Royal Domain—Patrimony of the Crown 


In Spain the amount of state land or 
land of the Crown had varied greatly 
from time to time, These public lands 
had been one of the bases of a widely 
prevalent and persistent practice of sepa- 
rating proprietorship in the land itself 
from rights to the usufruct thereof. They 
were a direct source of public revenue, a 
reservoir from which municipal, church, 
and private lands were drawn and they 
were a basis of royal patronage. Because 
of their bearing upon American tenures, 
their example and beginning in the 
Roman public domain are significant. 

At the beginning of the Christian Era 
the patrimony of the Roman Republic, 
ager publicus, had been reduced to an un- 
important remnant.* There had arisen, 
in the meantime, another landed patri- 
mony, patrimonium fiscale, and under Com- 
modus (180-192 A.D.) and particularly 
during the reign of Septimus Severus 
(193-211 A.D.) the appropriation of con- 
fiscated properties for the expansion of 
their personal estates was revived by the 
Roman emperors. There is a consider- 
able amount of evidence that confis- 
cations by Severus in Spain were ex- 
tensive.’ The patrimonium fiscale, how- 
ever, persisted longer in Spain than in 
Italy where it seems to have been replaced 
entirely after the reign of Caracalla (211- 
217 A.D) by the imperial domain. There 
is some reason to believe, therefore, that 
the confiscated lands in Spain became 
part of the patrimonium fiscale.'° 

During the sway of the barbarian tribes 
who preceded the Visigoths in the domi- 
nation of Spain, the great properties of 
the Romans, including state, imperial, 
municipal, and private land, lost many of 


8 Cardenas, ibid. Tomo I. p. 43. See also Frank, 
p. 49, and his footnote No. 36. 

* Frank, ibid. pp. 79-86. 

10 Frank, ibid. pp. 31, 40, 41, 42, 45, 46, 47, 56, 65, 
and 78 including his notes No. 21, 27, 33, and 47. 
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the characteristics given them by the 
Romans. The public lands, including 
those of the state and the municipalities 
as well as the lands of many of the no- 
bility, were divided among the invaders 
according to their place in the army, but 
the middle and lower classes suffered little 
from the change in dominion. Under 
the Visigoths, Crown lands as well as 
other forms of ownership became more 
clearly defined and the royal domain was 
expanded.'' The continuity of the royal 
domain, more than that of the other types 
of tenure, was broken by the period of 
domination by the Arabs. Within the 
territories occupied by them, however, a 
fifth of the conquered lands were set aside 
as a public domain called Khoms. These 
public lands were partitioned as fiefs 
among the officers of the army. 

In the unconquered Christian states of 
the north the public domain had lost its 
significance, first in the. prevailing con- 
fusion and anarchy of the time, and later 
in the existence of a large number of inde- 
pendent lordships within which other 
types of tenure were emerging. With the 
extension southward of the kingdom of 
Castile and Leon, however, the holdings 
of the new rulers were expanded into a 
new Royal Domain. In the territories 
taken from the Moslems, the King be- 
came proprietor and absolute lord of the 
conquered lands. ‘The royal properties 
thus constituted were of two general 
classes, those which the Crown had ap- 
propriated and used for the benefit of the 
treasury (realengo) and those which were 
available for partition according to the 
necessities of individual and public wel- 
fare. The latter class of land included 
populated villages, castles, and churches 
or monasteries, all with their lands, vas- 
sals and serfs, and waste and uncultivated 
lands (baldtfos).'2 


11 C&rdenas, ibid. Tomo I. pp. 58-59. 
12 Cardenas, ibid. Tomo I. p. 245. 


Communal Domain—Patrimony of 
the Municipalities 


The Spanish kings and legislators from 
the beginning of American colonization 
accepted, favored, or promoted in the 
colonies certain types of community prop- 
erties. Many were Indian lands, col- 
lectively owned from pre-Spanish times, 
but there were others, principally grazing 
commons and forests, the communal 
management of which had precedent in 
the extensive properties owned by Span- 
ish towns which became a pattern for 
American colonization. 

Communal Property in Primitive Spain. 
Costa tells us that previous to the Celtic 
invasion five or six hundred years be- 
fore the Christian Era, the Vacceos, the 
most civilized of the tribes of central 
Spain, “‘possessed the land in common and 
distributed the fruits obtained from it 
among the families.” To avoid the in- 
conveniences of working the land in com- 
mon they “individualized their labors, 
dividing the fields into shares or tasks ac- 
cording to families and assigned the 
cultivation of each of the former to each 
one of the latter.”!% Early accounts of 
military strategy in Spain indicate that 
certain cities and tribes maintained 
community slaughtering establishments. 
Some livestock men of the community 
grazed their animals in the same pasture 
with others in which they held undivided 
grazing rights, while still others held in- 
dividual pastures which had been parti- 
tioned to them.'* From “time immemo- 
rial” livestock men had combined their 
flocks into huge bands for making the 
migration to pastures used seasonally. 
The early Spanish villages, deriving their 
characteristics from those of Northern 
Africa, were organized into federations 
forming provinces, and they maintained 


18 Joaquin Costa, Colectivismo Agrario en Espana (Madrid: 
Imprenta de San Francisco de Sales, 1898), pp. 419-422. 
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a degree of independence with respect to 
any central government. Each member 
of the village had his opportunity with the 
others for becoming its chief by election, 
shared in the collective granary, the 
common pasture, and in the distribution 
oi land for cultivation.'® 

In Spain Under the Romans. The Roman- 
ization of Spain was followed by an in- 
crease in the number and size of towns 
and cities in which were integrated the 
characteristics of the primitive Iberian 
commune and the Roman municipality. 
There were in Roman Spain cities of 
many types. It depended upon the 
source and degree of freedom of their 
population, whether or not they were 
required to pay tribute, and the extent or 
degree of Romanization. Some of them 
retained their primitive autonomy, others 
exhibited more the influence of a central 
authority. Most, if not all of them were 
owners of land. Many of the properties 
of the municipalities, such as temples 
(those for the use of the army and for 
public spectacles) were inalienable, but 
municipal lands also included much land 
which entered into commercial trans- 
actions. Then there was a large area 
the rents from which contributed directly 
to the support of the municipality. After 
the time of Emperors Trajan (98-117 
A.D.) and Hadrian (117-138 A.D.), the 
laws of the Roman Empire favored the 
acquisition of such lands by the munici- 
palities. Oliveira describes the Spanish- 
Roman municipality as ‘“‘a system of 
collective property and individual culti- 
vation,” presents it as an actual ex- 
ample of the Russian commune, and 
refers to it as “one of the two generic 
types in which were moulded all the 
societies emerging from the nomadic 
state on the indispensable basis of the 
cultivation of the soil.” The two types 


16 Oliveira, ibid. pp. 37 and 38. 
16 Oliveira, ibid. pp. 72-77. 


referred to are the beneficiary o1 aristo- 
cratic, on the one hand, and the munici- 
pal or democratic, on the other. Recog- 
nizing the contradiction of his conclusion 
with the existence of individual property 
among the curiae, he explains it by stating 
that although property was not collec- 
tive juridically, it was collective socially 
and economically. '® 

Under the Barbarians and the Visigoths. 
Following the conquest of Spain by the 
barbarians, the mountains and forests in 
which grazing rights were held were, as 
before, generally left undivided and were 
used jointly by the flocks of the barbarians 
and of the Spanish-Roman indigenous 
population.'7 Towns and cities, how- 
ever, were destroyed or suffered a period 
of decadence. Some time after the Visi- 
goths came into power they were restored 
under a form of centralized government, 
probably similar to that of the earlier 
Spanish-Roman period, and the curial 
reappeared in his former importance.'® 

Under the Arabs. In the areas con- 
quered by the Arabs and in those re- 
tained by the Christians, the centralizing 
influence established by the Romans and 
reestablished under Roman influence by 
the Goths was again destroyed. Some of 
the local administrative governments 
which had withstood the decentralizing 
forces of the barbarians and of the Goths 
were retained in their original forms and 
were respected by the Arabs. 

After the Reconquest. A number of these 
municipalities remained intact when re- 
conquered by the Christians, but many 
were devastated. Out of the lands and 
the populations which had thus reverted 
to primitive conditions many new towns 
were created. ‘These new towns and the 
old ones, although lacking systematic 
organization resembling any particular 
scheme, had the earmarks of pre-Roman 


17 Cérdenas, ibid. p. 55. 
18 Oliveira, ibid. pp. 111 and 116. 
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and Spanish-Roman Spain more than 
they did the early German towns. During 
the period of the Reconquest the effect of 
Roman centralization was absent. In the 
first half of the fourteenth century the 
political freedom of the town councils had 
been lost through the revival of “the 
scholarly tradition of the Roman Law” 
when the Kings began the appointment 
of certain municipal officials.1® But the 
ownership of land by the municipali- 
ties remained a distinguishing feature 
throughout the American Colonial period. 

In the Spain which emerged from the 
Reconquest lands included in the joint 
ownerships of the populations of the 
towns embraced not only forest and graz- 
ing lands but also meadows, field-crop 
lands, orchards, vineyards, and other 
types of farm land.?° In addition to 
these lands many associated processing 
enterprises also were included among 
the municipal properties. ‘These prop- 
erties were of two general categories: 
(1) Tterras Comunes del Vecindario, lands 
owned either by the town council or -by 
the citizens collectively or for the pastur- 
age of their animals, and (2) Caudal de 
Propios, the properties contributing to the 
defrayment of the costs of the municipal 
government. In Leén and Castile these 
two categories became somewhat con- 
fused and, until defined in 1760, the dis- 
tinction between them was less clear than 
in the other parts of Spain. 

The Tierras Comunes were usually forests 
or pastures and, for the most part, they 
were undivided and available to the 
citizens of the community for their free 
use. In certain cases, assignment of 
specific rights of use on the common 
lands was made by license, by division 
into lots, or by collective utilization 
of the lands. In western Spain and 
in the livestock communities of the 
Pyrenees a frequent type was identi- 


19 Oliveira, ibid. pp. 189-197. 


fied by the regular and periodical distri- 
bution of the land among the participants 
and by the individual exploitation of 
these shares. This type was also found 
in the valley of the Duero where lifetime 
adjudications of enclosed pasture grounds 
(Cotos) and fixed acreages (Quinones) were 
also made to the participants. In the 
highlands of Arag6n and in Leén and 
Zamora the lands, cultivated and pas- 
tured, were worked collectively, and the 
products were distributed among the 
participants. 

The Propios were exploited in two 
different ways: by renting the lands to 
individuals or collectives, or by direct 
management by officers of the municipal- 
ity. Although up to the early part of the 
fifteenth century they were not strictly 
inalienable, the Propios were in general 
noncommercial. That is, they were sel- 
dom separated from the dominion of the 
towns of which they had become a part. 
Since the central government in general 
did not support the local governments, 
these municipalities retained for some 
time their independence as autonomous 
entities by financing themselves by means 
of their properties. Thus, the Propios 
were to the town councils what the 
realengo was to the State. 

With increased need for funds by the 
central government, however, and conse- 
quent demands upon the municipalities 
for funds which could not be obtained 
from Crown lands, the towns frequently 
alienated a part of their Propios rather 
than having to contribute their share of 
the national cost in cash. From 1325 
until after 1761 a series of royal decrees 
and orders of the courts repeatedly af- 
firmed the fundamental doctrine that 
municipal properties, except under cer- 
tain extreme conditions, were not subject 
to alienation. Frequently these lands 
had been alienated, sometimes even by 
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royal charter, and had to be returned to 
the towns.?! 

Following ten years of experimentation 
with various means of reducing the vices 
of municipal administration, an epoch- 
making change in agrarian policy was 
initiated in Spain in the year 1771 which 
not only predicted the end of the Propios, 
but which marked an important change 
toward the more intensive prémotion of 
private property. Between that date 
and 1855 a series of laws were enacted 
designed to alienate the lands of the 
towns. It was not until the latter date, 
however, some time after the close of the 
American Colonial period, that the in- 
fluence of Jovellanos, a follower of Adam 
Smith, had become effective in reducing 
the Propios to an unimportant remnant. 
The lands of the comuneros and other citi- 
zens in general remained unaffected. ?* 


Private Property in Land—Patrimony of 
the Aristocracy 


Notwithstanding the important place 
occupied by communal ownership of 
land in the background of Spanish 
tenures, the ownership of land in per- 
petuity by individuals acquired domi- 
nance in Spain during the American 
Colonial period. This dominance was 
passed on to America in the administra- 
tion of the land system of the New World 
and with it the aristocratic characteris- 
tics acquired through the centuries of its 
evolution. 

Private ownership of land, the ulti- 
mately dominant form, was well rooted 
in all of the countries of early influence. 
The Celts had introduced into pre- 
Roman Spain the institution of private 
property together with serfdom some five 
or six centuries before the Christian Era. 
Although the alodium, private property 
in its purest form, was the direct contri- 
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bution of the barbarian German tribes, it 
was planted in Spain under conditions 
created by the Romans, traditionally 
favorable to the institution of private 
property. 

Roman Background of Private Property in 
Spain. Maine has stated that Roman 
jurisprudence has ‘“‘bequeathed to the 
moderns the impression that individual 
ownership is the normal state of propri- 
etary right, and that ownership in com- 
mon by groups of men is only the ex- 
ception to a general rule.’’? Romulus, 
the first legendary King of Rome, is said 
to have divided the Roman territory into 
the lands of the religious cult, those ot the 
state (ager publicus) and the undivided 
property of the thirty curiae. Numa, the 
second legendary King (715-672 B.C.), 
partitioned either these same lands of the 
curiae, or others conquered by Romulus, 
as individual properties which were trans- 
mitted by inheritance to their successors. ** 
The rights obtained by these partitions, 
later known as quiritarian properties, 
(jus quiritium), among the most indepen- 
dent of the State, were limited for some 
centuries to the lands of the Roman 
aristocracy and to those of Latium who 
enjoyed the status of Jatini. Although 
these properties were subject to alien- 
ation and inheritance, conveyance was 
under the careful watchfulness of the 
State which was determined to preserve 
the illustrious families who constituted 
the very foundations of government. 

During the first centuries of the Chris- 
tian Era the height of Roman influence 
in Spain—quiritarian property rights— 
had been popularized and extended to 
the plebian. Restrictions on alienation 
and inheritance of land had been relaxed. 


23 James Sumner Maine, Ancient Law (London and 
Toronto: J. M. Dent and Sons., Ltd., New York: E. P. 
Dutton and Company, 1931), p. 153. 

24 Cardenas. p. 32. See also Fustel de Coulanges, 
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HISPANIC AMERICA 67 


Properties in the provinces conquered by 
the Romans were freely exchanged as 
private property. The tributes which 
distinguished the provincial lands from 
the quiritarian lands were abolished, and 
only one type of private property existed 
over the empire. The rigid ties which 
had. existed between property rights on 
the one hand, and domestic religion, the 
family organization, and the function of 
the latter as a political unit of the State, 
on the other, had been broken down. 
German Background of Private Property in 
Spain. Notwithstanding conflicting views 
it appears that the characteristic forms of 
land ownership among the Germans at 
the time their institutions were imposed 
upon Spain involved two types of prop- 
erty: alodial and beneficiary. The former 
is described by Fustel de Coulanges as 
“complete and heritable ownership,’’?® 
and by Ross,?® as “‘sovereign and inde- 
pendent proprietorship.” Within the 
limits of his characteristically great estate 


the alodial proprietor was like a king 
rendering judgments in the disputes aris- 
ing among his servile and free tenants. 
In disputes wiich went beyond the limits 
of his estate he represented his tenants 
before appropriate nobles or the King. 


With his tenants and _ neighboring 
kinsmen and their tenants he waged war 
upon other clans. ‘Thus, the primitive 
German state was constituted of a con- 
federation of such sovereign alodial pro- 
prietors. .The barbarian conquerors of 
Spain, therefore, did not come as soldiers 
of a nation but as a “horde of associated 
sovereigns.” The lands were divided 
among the invaders according to their 
place in the army; each one received his 
quota in absolute, independent, and in- 
dividual dominion without social obli- 
gation of any kind and without the neces- 

26 Fustel de Coulanges, The Origin of Property in Land 
(London: Swan Sonnenschein and Co.). Translated into 


English by Margaret Ashley with an introductory chapter on 
“The English Manor” by W. J. Ashley. p. 23. 


sity of paying any tribute or rent. The 
alodial right thus attained carried with it 
the original rights of the conquest for 
which their owners depended upon ‘‘no 
power but that of the gods and their 
swords,” 

In the first years after the barbarian 
conquest the army chiefs who appropri- 
ated true and complete sovereignty over 
their subjects did not at the same time 
acquire jurisdiction over the lands of these 
subjects. Therefore, the alodial prop- 
erty rights of the private soldier were as 
complete a title as that of his chief.?? 


Confirmation, After the Reconquest, of 
Alodial Titles. Many property rights ac- 
quired in Spain before the re-establish- 
ment of the Christian monarchy with- 
stood the destructive effects of the Re- 
conquest. The ancient civil law upon 
which their land titles were based had 
become an inviolable and sacred tradition 
which was not altered in its primitive 
status by changes in the political organi- 
zation. ‘These lands were the most inde- 
pendent, enjoyed more or less freedom 
from tribute, were held in perpetuity and 
had few restrictions to their free convey- 
ance. Having their origin in indepen- 
dent sovereignties they were without any 
bond of vassalage to the Crown, for they 
had been created without its help. Thus 
were reconfirmed the ancient forms of 
alodial property, known by their Spanish 
name of alodios. 

Confirmation, After the Reconquest, of Pos- 
sessions of Settlers. The disasters of war, 
the existence of abandoned and un- 
appropriated ‘lands occupied by settlers 
without any formality and with indef- 
inite boundary lines, resulted in count- 
less disputes after the Reconquest con- 
cerning titles to land, and in the prac- 
tical necessity of confirming and making 


26 Denman W. Ross, The Early History of Land Holding 
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certain such titles, disputed or subject 
to dispute. Confirmation of ownership, 
collective or individual, subsequent to 
settlement on undeveloped land was 
known as the presura, alodial domain 
acquired by occupation through the ap- 
lication of the principle of prescription.?® 

Prescription, according to Roman and 
Spanish law, was the means by which 
property rights in land were acquired by 
uninterrupted possession over a specified 
period of time. It was presupposed that 
possession was acquired with the “belief 
on the part of the possessor that he was 
lawfully acquiring the property” and that 
the property should have been transferred 
to the possessor by some mode of aliena- 
tion which was recognized by the law. 

A similar principle is involved in the 
United States in obtaining land by 
“squatter’s rights” ‘and in the Statute of 
Limitations. Prescription was not ac- 
cepted as readily by the jurists of England 
and the United States, nor with such 
universal application to land acquisition 
as it was in Spain, in the American colo- 
nies, and in modern Hispanic America. 
Its acceptance in England and the United 
States was impeded by the feudal and 
canon laws which denied that possession 
necessarily implied ownership. ?® 

Acquisition After The Reconquest of Alodial 
Lands by Royal Grant—Propiedades Divisas. 
Differing principally in the manner of 
acquisition, lands were granted in per- 
petuity by the King. Owners of these 
properties acquired rights under the titles 
of propriedades divisas, similar to those of 
proprietors of alodial lands acquired 
through confirmation’ of ancient titles. 
Other royal grants of land in perpetuity 
were made with jurisdictional powers, 
vassals, and serfs. These will be con- 


28 Cardenas, ibid. p. 213. Costa. pp. 249-283. 
. 2 Maine. pp. 167-169 and A. D. Hargreaves, An In- 
troduction to the Principles of Land Law. Second edition. 
(London: Sweet and Marwell, Ltd., 1944), pp. 160-164. 


sidered along with other quasi-feudal 
tenures. 


The Quasi-Feudal Tenures of Spain— 
Their Sources and Remnants 


In the foregoing discussions of the 
various types of patrimony references 
have been made to the division of prop- 
erty rights in land between the holder of 
the right of ownership of the land, and 
the holder of the right to the usufruct 
thereof. Two forms of tenure have been 
mentioned which have this characteristic 
—the benefice and the emphyteusis. 

The Benefice and-the Emphyteusis. This 
“double proprietorship” is, according to 
Maine, one of the basic characteristics of 
feudalism.*® Beneficiary titles existed in 
Germany, however, long before feudalism 
was recognized in Europe. Beneficiary 
property, according to Fustel de Cou- 
langes, was “land granted by its owner 
for a time and under certain condi- 
tions.”*! Beneficiary holdings in primi- 
tive Germany owed their origin, accord- 
ing to Ross,*? to some form of entail, 
usually primogeniture. The brothers of 
the heirs to the great alodial estates, being 
disinherited, were given grants which 
took the form of beneficiary holdings. In 
time these became very numerous. 

There seems to have been Roman in- 
fluence on these early German tenures. 
Although primogeniture is not specifically 
recognized in the ancient Roman laws, 
there seems to have been from very re- 
mote times in Rome the custom of pre- 
serving undivided the inheritance of the 
family estate, probably under the leader- 
ship of the eldest son. This estate was a 
religious, political, and proprietary unit 
constituting an early form of private 
patrimony. This private patrimony of 
the aristocracy together with the various 
types of public patrimony previously dis- 
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cussed were the sources of beneficiary and 
emphyteutic titles and the foundation of 
Roman patronage. Extensive tracts of 
ager publicus had been acquired by Roman 
gentlemen, under rent contracts or usu- 
fructs but with a reserve of proprietor- 
ship by the State. These usufructs 
had become an object of trade and were 
looked upon as a kind of private property. 

Lands acquired later by cor quest from 
Italy remained in the hands of their 
former possessors who paid tribute in 
recognition of the superior dominion of 
the state over the lands they occupied 
under a tenure called usus fructus. The 
amount of this tribute was generally a 
tenth of the grain and a fifth of the other 
fruits. Similarly, lands of the patrimony 
of the fiscus at first were rented by the 
State, but the tribute exacted for their 
use became so burdensome that they were 
abandoned, giving rise to the precedent 
of granting them in emphyteusis, a form 
of proprietary title which in time became 
heritable and which divided dominion 
between the State and its farmers, or 
colon. Alienation by the possessor was 
restricted but was permitted under license 
of the government, and upon payment of 
laudemio amounting to 2 per cent of the 
selling price. ** 


Maine traces the holding of emphy-, 


teutic rights from Rome to the frontiers 
on the Rhine and Danube where lands 
were occupied by veteran soldiers of the 
Roman army, the title remaining in the 
Roman State, and where a military 
service had taken the place of the quit- 
rent of the ordinary emphyteuta. “It 
seems impossible to doubt,” he states, 
“that this was the precedent copied by 
the barbarian monarchs who founded 
feudalism.” *4 

Roman-Spanish Patronage.*®  In_ the 
meantime changes were taking place in 


33 Cardenas, ibid. Tomo I. 
% Maine, ibid. p. 177. 


p. 44. 


- financial one. 


the status of property in Rome and her 
provinces including Spain. Systems of 
farming were also changing. The slave- 
operated /atifundia had been formed by 
the consolidation of smaller holdings. 
The greatest activity of this consolidation 
probably was during the two centuries 
immediately preceding the Christian Era. 
During the next three centuries, although 
the slave-opei:ated /atifundium persisted, 
large estates, private, imperial, and 
church-operated by free and _ servile 
tenants attached to the land, were on the 
increase. 


Notwithstanding reported cases in the 
Roman Empire of services required of the 
tenant in the cultivation of the domain 
land of the’ patronus, the clients of the 
patronage of the later Roman Empire in 
general were rustics working individual 
farms, paying a portion of the proceeds to 
the patronus, the State, the emperor, or to 
the church, as rent or taxes. There was 


little difference between the payment of 


a rent to one or a heavy tax to another. 
There was sometimes a distinction, how- 
ever, between the small possessor re- 
sponsible for his own land tax and the 
colonus on the estate of a patronus who paid 
the tax or was exempt from it as a privilege 
of the patronage he might have enjoyed. 
Curiae were found both in the capacity of 
clients and as patront depending upon 
their rank and the amount of land under 
their dominion. Villages often found in 
the position of clients frequently were or- 
ganized to facilitate the collection of 
taxes, but also often to resist their pay- 
ment, the major objective of all classes, in 
their submission to patronage. Thus the 
major explanation of the existence of pa- 
tronage in the Roman Empire was a 
The client submitting to 
patronage conveyed proprietorship in his 


land to the patronus, retaining possession 
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and enjoyment of the usufruct. The 
patronus extending his dominion assumed 
responsibility for the payment of taxes 
and gained a source of revenue thereby. 
The client profited in proportion to the 
political power of the patronus, who might 
even be able to obtain complete exemp- 
tion at the expense of other less powerful 
landlords, and in proportion to the con- 
sideration given the client in fixing the 
rent. These were the general character- 
istics of the patronage which became 
prevalent in Roman Spain as revealed 
by the remnants of the old laws. 

Merging of the German and Roman Sys- 
tems. Following the barbarian invasion 
of Spain, the lands of the Roman domain, 
called tertzz, which were left to the indig- 
enous population, who continued to be 
governed by Roman laws, were held 
under a new patron, or sometimes under 
the old one, with changed allegiance and 
status in relation to his adopted govern- 
ment. To this patron the cultivators of the 


soil paid tribute as they had to their 
Roman patronus. 

The patront holding proprietorship in 
the tertii probably also were holders of 


alodial properties within which, to- 
gether with Crown lands, a new patron- 
age was already in the process of evo- 
lution. 

The military chiefs of the German 
barbarian invaders of Spain who, al- 
though not as an attribute of proprietor- 
ship, also exercised sovereign power over 
their subjects, had received vast estates 
many of which (as stated above) re- 
mained with alodial titles for centuries 
thereafter despite the conquests which 
followed. Some of them, however, de- 
siring prestige and the protection af- 
forded, relinquished their independence. 
They transferred title in their alodial 
properties to the King, retaining pos- 
session, paying for the use of the land a 
tribute known as fredum, and receiving in 


return a benficiary title. This title car- 
ried with it the power and responsibility 
of a certain degree of public authority, 
political and civil jurisdiction, subordi- 
nate at the same time to the central 
authority. Thus probably began the 
powerful tie between the State and its 
subjects, through the medium of prop- 
erty in land. 


Emergence of Feudalism. Property under 
the Arabic regime lacked the important 
attributes of social and political impor- 
tance which it had attained under the 
Visigoths and which it afterwards re- 
gained and further extended subsequent 
to the Reconquest. The tenancies of the 
properties in the northern Christian prov- 
inces, following customs dating back to 
Roman, Gothic, and barbarian times, 
were assigned by the great nobles to 
irfferior chiefs who in turn became the 
military and civil chiefs of the lands and 
fortifications. The inhabitants thereof 
were obliged to obey these chiefs, to fight 
the common enemy at their orders, and 
to contribute a tenth of the product of 
their lands to cover the costs of defense, 
religion, and government of the territory. 
This tribute thus became a kind of 
property representing a certain fixed and 
constant participation in the usufruct of 
the soil. Thus feudal tenures emerged 
in Spain having the following attributes: 
(1) a proprietary class constituting a 
landed aristocracy, the members of which 
held their lands under a system of limited 
tenure subordinate to superior lords or 
the King; (2) the institution of vassalage, 
the most important feature of which was 
the obligation of the vassal to render 
military service and to remain loyal to the 
lord or King under whom his land was 
held; (3) criminal and civil jurisdiction 
by the lords over ‘their respective lands 
and vassals; (4) a more or less servile class 
of agricultural workers having varying 
degrees of attachment to and rights in 
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the land and obligations (which also 
varied) to render service to the lord. 

In contrast with England, where there 
was almost a complete feudalization of 
the land, the municipalities of Spain con- 
stituted a powerful rival system which 
was almost the antithesis of feudal organi- 
zation. Furthermore, whereas in England 
alodial properties became completely 
feudalized, in Spain they tended more to 
retain their alodial characte:. It was 
mainly through the disposition of the 
lands ot the royal domain that the 
characteristics of feudal organization ap- 
peared. ‘ 

The King, in exercising his powers of 
dominion and as proprietor, operated 
his properties directly or disposed some- 
times in perpetuity, sometimes under 
status of limited tenure, to counts, lords, 
churches, monasteries, and municipali- 
ties, rights in lands, forests, waters, mines, 
quarries, and other natural resources. 
The variable character of the grants and 
the property granted had given rise to 
many classes of title involving different 
degrees of dominion, obligations, and 
rights. 

Partitions with Jurisdictional Powers.*® 
Among the more important titles unde1 
which seigniorial properties were granted 
the1e were a number which. conferred 
upon the grantee civil and criminal 
jurisdiction over the populations within 
the. territories circumscribed. 

There were certain characteristics 
which these grants had in common. In 
addition to being assignments of juris- 
dictional authority they were grants of a 
peculiar type of proprietary right. In 
general, this right included a specified 
share in collectable revenues including 
fines, rents, and tribute formerly the 
property of the King, a superior lord, or 


36 Cardenas. Tomo I, pp. 270-292 and p. 306. Tomo 
II, p. 163. See also, Robert S,,Chamberlain, Castilian Back- 
grounds of the Repartimiento Encomienda. Contribution to 


ecclesiastical institution. In addition to 
this share, the grantee usually received 
title to all lands and other resources in 
the territory embraced in the grant which 
did not have a determined proprietor. 
To the grantee the inhabitants were 
obedient, paid homage, and gave their 
tributes according to their status. He 
received products, rents, and services for 
himself and, at times, in behalf of the 
national treasury, a superior lord, or, in 
ceriain cases, the church, according to 
stipulations fixed in the grant. In many 
of the earlier grants the grantee received 
slaves, serfs, and other rustics bound to 
render a certain service on his private 
estate. 

Notwithstanding these similarities in 
the different titles under which the serv- 
ices of agricultural workers, lands, and 
jurisdiction were granted, there were 
characteristics peculiar to each grant 
which gave rise to the necessity of desig- 
nating it by a special name describing 
thereby the conditions under which the 
grant was made. Thus the name of a 
given form of tenure in any given epoch 
was a fair, though not always precise, 
indication of the rank of the grantee, the 
duration of the right acquired, the privi- 
lege of alienation or inheritance (whether 
cr not ownership carried with it juris- 
diction of the inhabitants) extent of the 
right to the usufruct of the land, obli- 
gation to render military or other types 
of personal service, and always loyalty to 
the Crown. 

Of all the Spanish titles differentiated 
in this way the encomienda was of greatest 
importance in moulding American insti- 
tutions. Because of misunderstanding 
which has arisen in respect to the forms 
which it took in America, it is important 
to note its Spanish form and how it dif- 
fered from the other titles of Spain. The 


American Anthropology and History No. 25 (Washington, 
D. C.: The Carnegie Institution of Washington, 1939), pp. 
33-45. . 
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Spanish encomienda, after a formative 
period during which it was confused with 
other types, came to be granted as a 
reward for public service to meritorious 
gentlemen for a limited but specified 
duration, frequently for the life of the 
grantee and that of one heir. It differed 
from the countship (condado) which was 
granted only to counts and which in its 
later form was granted in perpetuity. 
Another title (mandacion) differed from the 
encomienda only in respect to the precari- 
ous nature of its duration, it being subject 
to cancellation at the will of the King. 
It was later separated into two titles 
(tenencia and senorio), one retaining the 
precarious nature of its duration, the 
other being issued in perpetuity. The 
feud, which became so important in 
England, and in other parts of Europe, 
and even in certain provinces of Spain, 
did not become widely accepted in 
central Spain and was only of secondary 
importance as an influence upon public 
policy in colonial America. The few Cas- 
tilian feuds granted were of two classes: 
grants of villas, castles, lands, etc., and 
those of orders on the public treasury for 
money. ‘The first was given in perpetu- 
ity and was hereditary among the de- 
scendents of masculine lineage, the sec- 
ond was precarious. Alienation required 
the permission of the grantor. Recipro- 
cally, the lord could not discharge a 
vassal except for specified causes. The 
specific obligations of the grantee were 
stipulated in the grant and not assumed 
on the basis of custom or common law as 
was the case in some of the other titles. 
Any condition of sex, disability, or cleri- 
cal duty making military service unfeasi- 


ble was a bar to receiving such a grant. 


Separation of Political Jurisdiction from 
Territorial Grants. Throughout the Span- 
ish-American colonial period the grant- 
ing of civil and criminal jurisdiction along 
with partitions of land and vassals con- 


tinued but with diminishing frequency. 
In the literature of that period a general 
attack is recorded against seigniorial 
power and reference is made to two gen- 
eral classes of grant, those with juris- 
dictional authority and those without it. 

The principal attack was against the 
jurisdictional power of the former, but 
the proprietary rights of the latter suf- 
fered in the long struggle in which most 
of the grants of both types finally were 
extinguished without indemnization of 
rights which had been confirmed by 
prescription of more than a century. By 
the end of the American colonial period 
seigniorial power had been effectively 
crushed while jurisdiction and military 
service had been still further separated 
from the landed estate. The end of 
seigniorage in Spain, however, came in 
1837 after its seeds had been sown in the 
New World and after the South Ameri- 
can countries had severed their last ties 
with the mother country. 

Partitions or Foundations Usually Without 
Jurisdictional Powers.5” As the function of 
political jurisdiction was taken over by 
special representatives of the central gov- 
ernment the granting of rights similar to 
those of other seigniorial titles, but not 
having this jurisdictional quality, came 
into more prominent use. The old titles 
which had signified jurisdictional power 
were continued but without this power. 
Although the names used were old they 
now came to have new significance. 
There were a number of other titles with- 
out jurisdictional authority which were 
issued to persons both of high and low 
status either as rewards for public service 
to promote development of the land or to 
provide for its protection. They usually 
were partitioned for the duration of the 
life of the grantee. Certain of the titles of 
this type (terra and caballeria) were trans- 


37 Cardenas, ibid. Tomo I,-pp. 295-303; Tomo II, pp. 
124-143 and 163-181. 
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planted, with some change, in the New 
World. Others (honor and prestimonio) 
became extinct or of little use even in 
Spain. 

Notwithstanding the evidence of a 
declining feudalism there was much resis- 
tance to a corresponding decline in the 
importance of the family as a political 
entity which was the basis of wealth and 
authority, and had a close relation to the 
public cause. With the decline of seign- 
iorial power, the preservation of the 
aristocratic family was the prime objec- 
tive of the King who could not exist, it 
was thought, without a nobility; and a 
nobility could not exist without a stable 
patrimony. Accordingly, during the 
thirteenth and fourteenth centuries ma- 
jorats (mayorazgos) were founded in Cas- 
tile either by petition to the King to create 
them from the lands of the petitioners or 
by receiving from the King as a grant 
some inheritance, or villa, having the 
quality of inalienability and forced suc- 
cession by the law of the primogeniture. 

After 1505 royal license was not re- 
quired and liberal interpretations of the 
law encouraged the foundation of majo- 
rats by illustrious and plebian proprietors 
of large and small estates, each eager to 
“transmit to posterity his illustrious 
name.” 

By the seventeenth century such entail 
was almost frustrated and early in the 
nineteenth century had been abolished. 
Thus the majorats reached their maxi- 
mum popularity in Spain and declined to 
their final abolition during, and soon 
after, the period of Spanish dominion in 


America. Among the causes for their 


decline has been mentioned the unfair- 
ness to the majority of the children (of the 
proprietors of such estates) who are 
forced into celibacy and diverted from a 
useful profession to a life of idleness; also 


88 Cardenas. Tomo I, pp. 162-179; 311-335. Heit- 
land. pp. 342-367. 


there was dissipation and discourage- 
ment of investments for the improvement 
of agriculture. 


Property Rights and Personal Status of 
the Spanish Peasants** 


From a very early period a large pro- 
portion of the Spanish population had 
been subject under various forms of 
tenure to varying degrees of servitude. 
Some were personal, working on the 
land at the wish of the lord; others prae- 
dial, permanently attached to and trans- 
ferred with the land. ‘The greater part 
of this serf population based their status 
on their birth, since servitudes were 
transmitted, as among the glebe serfs of 
the Romans, from generation to gener- 
ation. Some owed it to contracts or to 
voluntary acts, to conveyance of their 
liberty in return for security in refuge 
from distress, to marriage with a slave, to 
debts which they could not otherwise pay, 
to crime or other civil obligations, or to 
being captives in war. Each servile 
family was perpetually destined either to 
the performance of one or more duties 
transmitted from father to son, or it may 
have had the obligation.to perform all of 
the services demanded by the lord. 


There was a tendency for the class to 
increase in numbers under coercion of 
the war chiefs or by commendation, 
which was a submission to voluntary 
servitude as a means of attaining security. 
These servile and semi-servile classes per- 
sisted in Spain with little change through- 
out the chaotic periods of barbarian, 
Visigothic, and Arabic dominion. 

Serfdom After the Reconquest. With the 
reconquest by the Christians many serfs, 
abandoning the lands of the enemy and 
populating the frontier, came to have a 
status intermediate between that of slave 
and free. A similiar shuffling of status 
had also taken place in the frequent civil 
wars. A large group from these and 
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other sources formed, with the already 
established glebe serfs, a much more 
numerous group (solariegos). Many serfs 
through manumission, fixation of tributes 
and services, or by other means, had be- 
come farmers with much more freedom 
(colonos) but forced to till the soil for their 
own account and to give the landlord a 
part of the product determined by cus- 
tom or frequently arbitrarily imposed 
upon him. Both of these classes could 
acquire property but could not, except 
under special limited conditions, dispose 
of their property or abandon the estate 
without the consent of the lord. Both 
contributed to the landlord personal 
services or a portion of the product which 
they produced. 

Tributes collected by the landlord re- 
sembled in many respects the multitude 
of fines and fees of the feuds of other 
European countries. Among these was 
a species of land rent (infurcion) paid by 
a portion of the rustics, similar to that of 
Gothic times (obsequio), as evidence of 
having acquired thereby a sort of alodial 
proprietorship and a degree of freedom, 
nevertheless subject to the command of 
the landlord. Within the same estate 
were those who did not pay this rent, and 
who probably were not at the command 
of the landiord. 

Conversion of Plebian Holdings into Per- 
petuities.3® Following the Reconquest the 
greater part of the lands were at first held 
as private heritable property by the aris- 
tocracy. The commoners built their 
homes and established their cultivated 
fields on these lands of the nobles under 
conditions requiring contributions of 
products and service. ‘These contribu- 
tions became so onerous and arbitrary 
that widespread depopulation took place 
in many sections of the country, forcing 

39Cfardenas. Tomol. pp. 258-264. See also Gerald 
Brenan, The Spanish Labyrinth (Cambridge: At the University 


Press; New York: The Macmillan Company, 1944), pp. 87- 
139, also contains interesting maps pp. 333-335. 


the King, the churches, the municipali- 
ties and the holders of private property to 
offer greater inducements to retain or 
augment the populations in their districts. 
From these causes many properties which 
previously had not been held in that 
status became private property of the 
plebeian; still burdened, however, with 
the requirement of a contribution of a 
tax or service to the seigniorial lord, 
church, or to the Crown. The main ad- 
vantage gained by the plebeian was a 
clearer definition of his rights and obli- 
gations. ‘The relation between the culti- 
vator of the soil and the seigniorial lord 
became contractual rather than subject 
to the lord’s arbitrary caprice. The 
share of the agricultural worker in the 
products of his labor and of the land 
changed gradually from a meagre un- 
détermined one to a more generous pre- 
determined share. The praedial serf 
progressed from being bound to his 
homesite, and being transferred as an 
integral part of it, to the novelty of being 
able to change his landlord, and resi- 
dence, notwithstanding at the sacrifice of 
all or part of his accumulations of a life- 
time. Thus he was permitted to pur- 
chase his emancipation. 


Summary and Conclusions 


Although much more remains to be 
said of Spanish land tenures, the fore- 
going historical outline probably is suffi- 
cient to provide certain significant guides 
for the interpretation of American ten- 
ures. The most important observation to 
be made in conclusion is that throughout 


“the American colonial period and even 


at its close there still remained in Spain 
and in America a form of agrarian pa- 
tronage founded on the amalgamation of 
the primitive Roman, German, and 
Spanish systems. Because of the centur- 
ies of fusion of agrarian customs prior to 
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the invasion of Spain by German tribes, 


and subsequent thereto, the respective 
contributions of these different sources of 
influence cannot be separated. How- 
ever, even though specific ‘sources of the 
characteristics of the present-day agra- 
rian system cannot always be identified, 
recognizable elements of that system can 
be observed in their evolutionary stages 
over a period of more than 2,000 years. 

The agrarian system of Hispanic 
America often has been described as feu- 
dalistic. Feudalism itself, however, was 
relatively a brief episode in its evolution. 
The decline of feudalism resulted pri- 
marily in the separation of jurisdictional 
power and military service from landed 
proprietorship. The landed aristocracy, 
however, in itself much older than feudal- 
ism, survived its decline in such insti- 
tutions as the encomienda and the majorat 
(mayorazgo)which made their appearance 
in America. As in Spain these insti- 
tutions fostered a leisure class and per- 
petuated the great landed estates and 
caste system which have long survived the 
institutions under which they were cre- 
ated. As in parts of Castile, Leén, 
Andalusia and Estremadura, where the 
influence on America was the greatest, 
this agrarian patronage gradually took 
the form of the large estate owned by an 
absentee landlord or the church, man- 
aged by an administrator and farmed by 


rustics (in America by Indians) whose 
services were given in payment for the 
hereditary right to their homesites and 
fields. There still remained in this re- 
lationship between landlord and rustic an 
emphyteutic division of property rights 
which antedates feudalism. It became 
an important element in feudalism and 
survived its decline to reappear in some 
of the present-day tenures of South 
America. 

With the decline of feudalism in Spain 
also came greater emphasis upon the 
perpetuity. The individual land-hold- 
ing held in perpetuity is a very old con- 
cept, however, dating back to primitive 
Germany and Rome. Although com- 
munal organization had been an im- 
portant competing system from ancient 
times and even made its appearance 
in America the perpetuity in its later 
stages of evolution in Spain together 
with the Spanish concept of prescription 
became the major basis of the land policy 
in the Spanish colonies of America. 
This land policy combined in practice 
with the encomienda, the majorat, and 
the institution of vassalage created the 
system of agrarian patronage briefly out- 
lined above. This system as it developed 
in America together with other purely 
American characteristics will be analyzed 
in further detail in two succeeding 
articles. , 











Reports and Comments 








The Orientation of Housing Research 


A Commentary on the Program of the Conferznce oa Research in Housing * 


"THE stimulating and thoughtful housing 

research program of the December 1945 
Conference on Research in Housing which 
appears as a supplement to the February 1946 
Journal of Land & Public Utility Economics has 
one shortcoming which might seriously limit 
its usefulness as a guide for research. This 
limitation stems primarily from the use of the 
market concept as a “framework for housing 
thought.” Just as any given theoretical 
frame of reference tends to orient data-seek- 
ing along specific lines, so the stamp of the 
market concept is imprinted on virtually all 
the research proposals. If the crying need 
in housing research is the development of 
fundamental theory to organize the random 
data now scattered through the field, this 
carry-over of an “arrangement of concepts 
derived from the familiar notion of the mar- 
ket”’ prejudges the task in hand and prejudices 
the data collecting. As a framework for hous- 
ing thought, the ‘“‘market” has the following 
shortcomings: 


(1) It draws attention to questions such as 
**how many dwelling units will come on the 
market at what price?” and diverts attention 
from human needs, family interaction, neigh- 
borhood life, and community organization. 
We need to broaden our research perspective 
by constantly emphasizing that housing and 
and communities are for families—for many 
different kinds of families with different inter- 
ests and attitudes and different ways of living 
and cooperating (or conflicting!). The cur- 
rent market analysis approach which focuses 
attention on the condition of the houses, on 
the latest comparative cost figures, on ab- 
stract numbers of units “needed” leads us to 
forget that rehousing is a situation in which 
new social relationships are formed, new pat- 
terns of community participation developed, 


*See Proceedings of the University of Wisconsin Con 
ference on Social and Economic Research in Housing, 
December 14-15, 1945, published as a Supplement to Febru- 
ary 1946 issue, Journal of Land & Public Utility Economics, 
reported by Gordon E. Howard and Richard U. Ratcliff. 


new leisure-time pursuits initiated. Depend- 
ing on the way rehousing develops, various 
families will be encouraged or discouraged in 
putting down roots in the community and 
forming those neighborhood and community 
ties which will create and stabilize future 
satisfactions. Yet we know almost nothing 
about (a) the process by which a rehoused 
family adapts to the new physical structure 
and the circumstances under which optimum 
living arrangements are achieved; (b) the 
interaction within the family, especially as it 
might change as a result of rehousing; (c) the 
interaction among families in urban com- 
munities, particularly the processes by which 
families sift and sort themselves into congenial 
social groupings, prestige strata, conflict 
groups, and the manner in which these pro- 
cesses are affected by the physical environ- 
ment and by conscious resettlement policies, 
if such should be used; and (d) the relation of 
various family members to the job, the school, 
the stores, the municipal government, and 
other social institutions and community serv- 
ices—especially as they are moulded by the 
physical patterning of urban life. The report 
of the housing research conference touches 
some of these aspects directly and implies 
most of them—but they are not derived from 
the use of the “market approach. 


(2) The “market” approach encourages the 
assumption that somehow by tinkering with 
our current institutional arrangements (—the 
interest rate, or the term of the mortgage) we 
can release the full energy of our capacity to 
produce good housing in well-planned com- 
munities. Housing is too heavily vested with 
the public interest to assume that “market 
imperfections lie at the bottom of housing 
problems.” In its broadest sense this may be 
true, but one cannot escape the covert impli- 
cation that a few “perfecting” amendments 
would permit the American consumer to re- 
ceive from the “automatic” processes of 
supply and demand good houses in well- 
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planned communities. In the case of shoes, 
a sharp change in taste or technology still 
permits nearly all consumers to be provided 
with the new product within a year or so. 
But in housing, where we seldom replace more 
than 2 percent of our standing supply in a 
year, the consuming public of the next 
several generations is forced to accommo- 
date itself to the inferior products flowing 
from the imperfect functioning of supply and 
demand. 

Even though we approach the house as a 
commodity bought and sold and hired in the 
open market, we are apt to forget that the 
buying and selling and leasing are done by 
people who do not behave strictly according 
to the dictates of price and quality. Infor- 
mation on the attitudes and behavior of 
the key people in housing transactions is 
seriously lacking. We need to know the 
predispositions and specific influences that 
mould families’ housing tastes. We need 
additional data on real estate brokers: 
who they are, how they operate, what their 
devices are, how purchasing and renting 
families react to their behavior. We need 
to know more about the small builder: 
how he operates and on what he bases his 
judgments. We need to study contractors 
and construction labor: what is their moti- 
vation, their orientation, their behavior when 
confronted with significant sifuations. We 
must learn more about housing managers 
(both public and private): what their atti- 
tudes are, where a tough policy backfires, 
where the residents are contented and eager 
participants in community life. To call the 
tangle in which these variously motivated in- 
dividuals are caught and the shabby housing 
which they produce the result of “market 
imperfections” is certainly euphemistic. 


(3) The “market” approach is heavily orien- 
ted toward the present rather than toward the 


future. It is quite true that housing as a 
research area is seriously distorted by our 
constant need to look at housing as a field of 
social reform. The difficulty arises from the 
sharp differential between the well-planned 
housing communities we know how to build 
and the decaying and inadequate physical 
plant we call the “modern city.” It is prac- 
tically impossible to do valid research on the 
imaginative communities we dream up in 
our architectural and city planning publi- 
cations. But it would be equally unfortunate 
to fall back on miscellaneous descriptive 


studies of current housing, using whatever 
haphazard data are available, or upon tedi- 
ous and detailed research aimed to achieve 
some minute improvement in a_ housing 
system so far short of our goals and technical 
ability that we are dissatisfied before its 
achievement is consummated. 


Research oriented sharply toward the 
future does not progress easily. For one 
thing, any data to be used are in the present 
and must be drawn from conditions far differ- 
ent from those we are trying to approximate. 
Secondly, we do not know the attitudes, de- 
sires, and behavior of the families who would 
inhabit such communities and how they 
would be affected by the housing and othcr 
planned facilities we might erect. Third, 
even if this information were known, choices 
between values would have to be made 
by the research workers. Just as we might 
be able to build a 16-room house which 
would make adequate provision for all of a 
given family’s activities and desires, so, when 
faced with econcmic reality, this 16-room 
house must be collapsed room by room to 
arrive at a compromise, and value judgments 
must be made as to what would be sacrificed 
in this compromise. So, too, in designing a 
well-planned community, we would have to 
make value judgments as to what would be 
sacrificed to meet economic reality, and such 
judgments cannot be derived from research. 
Finally, even if the research workers were 
willing to make judgments as to which values 
would be sacrificed, it would be necessary 
to distinguish (a) those housing and com- 
munity wants clearly recognized by fami- 
lies and capable of being expressed; (b) 
those housing and community needs sensed 
only dimly, if at all, but which if supplied 
might facilitate family life and satisfy values 
which the family had not considered; and (c) 
those requirements which social scientists may 
feel facilitate various kinds of home and 
neighborhood life. 


In order to keep our research oriented to 
the future, we need careful study of the better 
planned houses and communities that have 
been built and are being built to learn more 
concretely of their shortcomings. We seem 
more inclined to study family adjustment 
to the sub-standard dwelling than to study 
family adjustment to the modern ‘“‘func- 
tional” house which represents the best guess- 
work of a skilled architect working closely 
with the family he will house. The Green- 
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belt towns and other planned communities 
which represent first-rate architectural think- 
ing have been studied all too seldom. It 
is safe to say that, given carte blanche to 
build a dozen new communities, we would 
scarcely know how to improve on the few 
pioneer efforts we have already made. 
Little research on public housing communities 
is being done—probably because clearing the 
slums and providing in their place decent, 
safe, and sanitary dwellings is often conceived 
to be the whole public housing job. We 
know next to nothing of our success or failure 
in creating stable community life by rehousing 
slum families, nor have we developed tech- 
niques for appraising success in the future. 


(4) The “market” approach, by bringing 
with it a full set of conceptual trappings, tends 
to blot out other theoretical frameworks 
which might be many times more fruitful in 
organizing data and suggesting lines of in- 
quiry. In other areas of economics, the use of 
‘‘market” in organizing data has given 
ground steadily as concepts more adequate 
to our power economy have undermined the 
classical notion of independent producers 
competing through the price system for the 
favor of rational purchasers. One wonders 
at the wisdom of starting to coerce housing 
data into a mould that has so often proven 
inadequate—and in a field where the difficul- 
ties in using the traditional market concepts 
are manifestly greater. 

But on the other hand, lacking as we do 
other basic theory needed for the orientation 
of inquiry, we must alert ourselves against 
haphazard prospecting with only a mule, a 
pan, and a not too reliable sense of direction. 
Much of what passes for housing research is 
merely hack-work. Poorly formulated sur- 
veys of housing conditions proclaim once 
more that the slums are BAD. Such studies 
are useful in gathering support for a housing 
program in a local community and may help 
to determine clearance and rehabilitation 
areas. But they are seldom significant re- 
search. Studies which show that slums have 
more delinquency, crime, dependency, prosti- 
tution, illegitimacy, are casually accepted as 
’ though housing were the primary cause, with 
no attempt to discriminate the part played 
by economic need and social disorganization. 
Housers are sometimes hard pressed to answer 
why, of two brothers living in the slums, one 
becomes a delinquent and the other not. 
Current research into operating activities is 


often merely a rehashing of operating statis- 
tics. The data collected are usually operat- 
ing data evaluated as important to run the 
housing program efficiently and therefore 
such data show little else than that the 
program is not operating as expected. We 
observe, too, in the field of housing research 
much mass gathering and compiling of avail- 
able data. These data are absolutely essen- 
tial in helping to formulate a specific program 
but do not lend themselves readily to fruitful 
research inquiries. Let anyone who doubts 
this try to make a significant research contri- 
bution solely by using tabulated census data. 
The effort which goes into the continued 
mapping of the same easily obtained data for 
various communities contributes little to re- 
search. Plotting various items on a map is 
necessary for planning but to show where 
certain phenomena occur more frequently is 
a long way from explaining why. Market 
analysis studies which gather available pop- 
ulation data, economic background data, 
and housing data, and serve them up in 
compendious reports are not yielding signifi- 
cant research. Real market analysis re- 
search would study the relationships among 
such data over time, and in this field we are 
achieving few results. All in all, it is not 
unfair to say that much current research 
effort is directed either at gathering more 
and more detailed data of minor significance 
or at trying desperately to manufacture sig- 
nificance out of the readily available statistics 
we have. 


Perhaps our key problem in housing re- 
search is to formulate what body of know- 
ledge we want to develop. In a new field, 
research proposals are likely to point to gaps 
in information and assert: ‘We don’t know 
anything about that—let’s gather some data.” 
Such research is often wasteful: we do not 
want data just because it has not been 
gathered. We want data which will develop 
and test out fruitful social theory. In hous- 
ing, such research is difficult to focus because 
in housing, as opposed to other areas of social 
research, there are few current facts we are 
unable to explain. Most research suggestions 
are phrased, “Let us find out about so- 
and-so,”’ instead of ‘These curious data do 
not fit into what we would expect; let us design 
a study which will enable us to modify current 
theories in order to explain the data.” In 
the opinion of the writer, our great need is to 
institute new, fresh, and suggestive data 
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that we cannot explain—data of prime sig- 
nificance for developing theories about hous- 
ing and planning. 

In order to walk the tightrope between hap- 
hazard data-gathering with no frame of 
reference and a too hasty crystallization of 
concepts and theory, data should be gathered 
and organized from as many fresh points of 
view as possible. It is unlikely that any 
overall theoretical frame on which we can 
hang all housing research will emerge until 
substantial additional work is done. In the 
meantime the application of multiple points 
of view toward housing should serve to keep 
our theoretical development creative and to 
prevent freezing it in abortive form. So far 
we have leaned heavily on economic and 
architectural approaches. We need to move 
back and forth through a variety of perspec- 
tives that would include at least the following: 


—Housing and public health and welfare stand- 


ards (—a shifting battleground for reformers) 

—Housing and consumer research (packaging and 
labeling, consumer tastes, installment purchas- 
ing, shopping behavior, etc.) 

—Housing and the family budget (what it does to 
the budget under different circumstances in 
different kinds of families) 

—Housing from the accountant’s perspective (an 
investment in durable goods, depreciation; the 
accumulation of reserves) 

—The house as a productive economic unit (goods 
and services for the family, labor value of house- 
wife in the home, changing functions) 

—The house as an engineering achievement 
(handicraft product in a machine age, struc- 
tural techniques, etc.) 

—The house as a machine for living (efficiency, 
time and motion studies, flexibility) 

—The house as property ownership (middle-class 
security, heritage of landed aristocracy, produc- 
tive farmland, credit status, the “right” to own 
property) 

—The house as a symbol of the family (index of 
status, conspicuous consumption, furnishings 
and landscaping imperatives, etc.) 

—The house as “home” (emotional repository of 
life’s deepest, most personal, most private hopes 
and anxieties) 

—Housing as a stimulus to economic activity (em- 
ployment at the site and off the site, equipment 
and materials, furnishings) 

—Housing as a focal point of racial antagonisms 
(ghettos, restrictive covenants, “‘invasion’’) 

—Housing as an entrepreneurial risk (institutional 


experience, insurance of construction loans, 
fly-by-night operators) 

—Housing and ecology (resting place of families 
in struggle for status and survival, neighborhood 
reputations, succession and invasion) 

—Housing as shelter (mammals with offspring 
needing temperature control for survival, sea- 
sonal differences in use, etc.) 

—Housing and the municipality (asset or liability, 
municipal services required, assessment value as 
a punitive device) 

—Housing and art (as an object of aesthetic ap- 
preciation, when, where, by whom) 

—Housing and social organization (the physical 
framework of “neighborhood” and ‘‘commun- 
ity”) 

—Housing from the demographer’s perspective 
(family formation and dissolution, migration, 
family cycle, etc.) 

—Housing as a safety hazard (falls, burns, fire 
protection, etc.) 

—Housing from the perspective of urban logistics 
(complicated organization and conveyance of 
goods and services needed in the home, power, 
pipe lines, removal of waste, etc.) 

—Housing as durable construction (from gener- 
ation to generation, filtering, demolition, ruins) 

—The house as a cultural artifact (reveals social 
mores, responds to changes in customs, influ- 
ences courting, lovemaking, entertaining, etc.) 

—The house and habituation (conditioned re- 
sponses, the five senses, accidents, etc.) 

—Housing as a public enterprise (impact of atti- 
tudes of “‘charity,” private real estate conven- 
tions, politics, etc.) 

—Housing and age (infant care, play, study, 
study, senility, etc.) 

—Housing and _ individuality (Bohemianism, 
bachelorhood, home-shop combinations, etc.) 


and, of course, 


—Housing as a market commodity (bought, sold, 
and hired in the open market) 


Such a list could be extended indefinitely, 
but even in this brief form it suggests many 
lines of inquiry that remain untouched. 

In order that data-gathering may be fruit- 
ful, we need to adopt many existing approved 
field research techniques that so far have not 
been widely used in housing research. Wide- 
spread field investigation would almost cer- 
tainly result in new, significant data such as 
might well startle us into a shift in perspective. 
For example, research techniques on consumer 
tastes, attitudes and- behavior have been reason- 
ably perfected by market research organi- 
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zations, but have never been applied. inten- 
sively to housing. We know the circumstances 
under which families are most likely to change 
their brand of bread, but not those under 
which families are likely to change their hous- 
ing. We know the reason why families are 
most likely to stop at one gas station rather 
than at another, but we do not know the basis 
upon which they select their homes. So too, 
the participant observer has been used with 
effectiveness for social research in other fields. 
The War Relocation Authority with which 
the Federal Public Housing Authority Com- 
missioner was recently associated placed 
participant observers in the relocation camps 
in order that the attitudes and reactions of 
the Japanese-Americans might be observed 
at first hand. Although in one sense the 
local Housing Authority is also a relocation 
authority, lifting families from one way 
of iife in the slums and injecting them into 
a new pattern of existence in housing com- 
munities, we have not so far seen fit to use 
the participant observer to find out what 
happens. Morale analysis as developed by 
the Information and Education Division of 
the Army is a carefully worked out technique 
for appraising soldiers’ morale in various 
Army camps. With negligible expense this 
technique could be carried over directly to 
tenant morale as it varies from project to 
project. Detailed interview techniques which 
have been developed by social scientists over 
the last generation could be applied to elicit 
more accurate information about the attitudes 
and behavior of contractors, building labor, 
mortgage lenders, housing managers and 
many others directly associated with housing. 
Nationwide opinion polls have been especially 
fruitful in other fields. A single use of the 
opinion poll by Elmo Roper in an inquiry on 
housing yielded the surprising information 
that in the housing shortage 80 percent of the 
American people thought that the govern- 
ment should lend money at low rates of inter- 
est to people who want to build medium- 
priced homes for their own use, and also that 
nearly half of the people thought the govern- 
ment should start building homes on a large 
scale for sale or rent to the public. These re- 
sults suggest that what the American public is 
actually thinking on housing may be quite an 
eye-opener. Other research techniques that 
might be fruitful would include time-and- 
motion studies, matched comparisons, family 


budget analyses, life histories of families, and 
of houses, before-and-after studies, follow-ups, 
sociometric comparisons, time-budget come 
parisons, and many others. Naturally, the 
mechanical application of a new research 
procedure will often yield sterile data—but 
the appropriate use of field techniques, hither- 
to untried, to implement a fresh point of view 
will sometimes certainly produce surprising 
facts—and in any case we will not know 
until we try. 

In order that new techniques will be pro- 
ductive, we need to bring into housing re- 
search skilled research technicians from re- 
lated fields. Since up-to-date methods of 
research are technical and easy to misuse, 
they seldom yield fruitful data unless en- 
trusted to experts trained in their use. Con- 
versely, a research worker with a technique is 
likely to make countless blunders applying his 


-technique to a field with which he is unfa- 


miliar. Thus, we not only need to bring in 
research technique, but we need to train 
research workers to be familiar with housing, 
planning, and the basic research problems 
involved. We need to convert to “‘housers”’ 
some field research experts familiar with the 
complicated techniques of sampling, ques- 
tionnaire construction, interview bias, tabular 
analysis and sampling error theory. Cul- 
tural anthropologists, who are specially 
trained to maintain perspective on the needs, 
behavior and attitudes of different cultural 
groups, are sorely needed to disclose what 
really goes on in our housing communi- 
ties. In a recent instance, a child develop- 
ment specialist from Yale, working with 
some architects, brought up a number of new 
problems the architects had not considered. 
Home economists, recreation experts, social 
case workers, sociologists, demographers, and 
many other specialists might also bring into 
the housing field techniques and points of 
view which would yield information that 
would jolt us from our complacency. 

Unless we undertake an aggressive re- 
search program based upon creative think- 
ing, we may find some years hence that our 
vast housing programs will have provided 
dwelling units for our,people but not homes 
or neighborhoods. 


Joun P. DEAN 


New York City. 
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The Orientation of Housing Research: A Rejoinder 


R. Dean’s comments on the Conference 

report are most welcome and most stim- 
ulating. I am in full agreement on the desir- 
ability of applying ‘“‘multiple points of view 
toward housing.” In fact, diversity of view- 
point has long characterized housing discus- 
sions; it is inherent in the nature of housing 
problems. But multiple points of view are 
simply single points of view, and a single 
viewpoint, whatever it may be, is a sterile, 
even a dangerous thing. What, then, is to 
be the cohesive factor, the integrating device 
which can provide the linkage among the 
diverse viewpoints and approaches and the 
separate inquiries into the mysteries of hous- 
ing phenomena? It is for such a function 
that the housing market concept has been 
employed. The market notion is proposed 
not in any sense as a limiting force; to the 
contrary, it is a frame of reference which 
frees the investigator to explore any of the 


myriad facets of the subject with the assurance 
that he may in the end relate his findings to 
the complementary aspects. The market 
concept is neither the beginning nor the end 
of housing research. The research proposals 
of the Report are not “derived”? from the 
market concept; they are brought together 
and integrated through it. There is none of 
Mr. Dean’s substantive research proposals 
which would not be given reality by identify- 
ing the point of impact within the market 
mechanism at which the forces that are to be 
studied are exerting their influence. The 
fact that the housing market is highly im- 
perfect in its operation and that institutional 
forces are of great consequence does not in- 
validate the use of the market concept as an 
integrating idea. 


Ricuarpb U. RatTcLirF 
University of Wisconsin. 


Trailer Communities on a University Campus 


"THE appalling lack of housing facilities for 

the large postwar enrollments in. our 
universities, and particularly the unprece- 
dented increase in the number of married 
students, has given rise to trailer cities dotting 
university campuses throughout the country. 
By the end of 1946 the Federal Public Hous- 
ing Authority had allotted—under the Mead- 
Lanham Act—11,266 family trailers and 214 
dormitory trailers to educational institutions. 
In addition, many married students in their 
desperate search for homes have taken it upon 
themselves to buy trailers and to contract for 
parking space. 

It is of more than sociological interest to 
understand the effects of trailer living upon 
the married student and his family. City 
planners and land economists will do well to 
consider the situation. Trailers may be an 
integral part of campus life for quite a few 
years. Though better housing may become 
available it is doubtful whether it will be as 
inexpensive as the trailer unit, and expense is 
a major consideration to the married student. 
Trailers will be preferred, in some instances, 
because of their location on vacant lots in the 
immediate vicinity of the campuses, especially 
since the necessity of adjustments to incon- 


veniences and the acceptance of restricted 
comfort in other types of ‘“‘economy shelter” 
will be sure to continue. 

The presence of trailer “communities” on 
the campuses has raised a number of practical 
questions about which the university admin- 
istrations and the student advisors want to be 
better informed. How are the studies af- 
fected? Does trailer living provide a toler- 
ably good start for a marriage union? What 
do we know about the children, and about 
parent-child relationships that develop under 
such circumstances? What are the relation- 
ships of these students to the academic com- 
munity in general? And, while trying to 
clarify these rather comprehensive problems, 
we are challenged—-step by step—to call at- 
tention to those specific points of friction in 
regard to which improvements can be made. 
The student himself is more concerned, of 
course, with immediate relief than he is with 
broad university policies. 

In the spring of 1946, the urgency of the 
situation at the University of Wisconsin sug- 
gested an investigation of the one hundred 
and eighty-nine student families (with some 
fifty children) in. two trailer camps on the 
campus of the university, within but a few 
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minutes distance from the university build- 
ings. Eighty percent of these students and 
their wives responded to a questionnaire that 
was distributed and collected in person by 
one of the authors, being himself a resident of 
one of the camps. The questionnaire was 
drawn up to present a descriptive survey 
rather than an analysis of specific relation- 
ships. It contained 75 items which were 
answered on a five-point scale. 

One hundred and twenty of the trailers 
were of standard size, providing about 600 
cubic feet of sheltered space. About 1500 
cubic feet was available in 40 expansible 
trailers. 

The furniture provided in the trailers 
consisted of a table and folding chairs, studio 
couch, three-quarter size folding bed and mat- 
tress, or an additional studio couch, a twe-hole 
electric hot-plate with a removable oven, 
built-in icebox (25 pound size in the expansi- 
ble and 50 pound size in the standard trailer), 
garbage can, dish pan, water bucket, and a 
bucket for waste water. Obviously, this con- 
stituted only the absolutely essential equip- 
ment. Simple additions were purchased soon 
after the students had settled down. There 
was particular need for book cases, study 
desks and lamps, reading lamps and ironing 
boards. 

The small community was divided into 
four quandrants. Each quandrant was pro- 
vided with a community bath house with 
separate sections for men and women. Six 
washing machines were made available to the 
student families. ‘They were installed in two 
laundries. Since the opening of the camp 
they have been in use almost constantly 
throughout the day. Sewage disposal is 
taken care of in the garbage house. All 
refuse water is carried to this building. 

Since the survey was made, additional 
facilities have been established. Pin-up lamps 
have been provided for the individual trailers. 
Four large adjoining trailers have been made 
available for community purposes and furn- 
ished in such a manner as to serve as social 
centers, nursery school, sewing rooms—for 
studies and informal reading. 

What are the major dissatisfactions of 
the trailer residents? More than half of the 
residents complain about inadequate storage 
facilities for clothing, linen, luggage, bedding, 
etc. Next in order were dissatisfactions with 
the two-hole hot-plate and inadequate furni- 
ture. 


Considering obstacles to study in the 
trailer the largest percentage of complaints 
was directed against the inadequacy of the 
necessary equipment, such as light, tables and 
chairs. Second were complaints about the 
interfering presence of children in a one- 
room dwelling unit which—even in the ex- 
pansible trailers—cannot be efficiently sub- 
divided. 

Trailer chores, also, are mentioned in a 
limited number of cases only as impedimenta 
to home study. Only 12 percent of the 
students found their home study impeded by 
the fact that husband.and wife have to share 
narrow quarters in the evening hours, but 18 
percent found it desirable to study away from 
home. Most of these students have children 
in the home. The-interruptions of studies by 
neighbors, visitors, and peddlers was con- 
sidered least important by the husband- 
student. 

Childcare activities proceed under con- 
siderable difficulties in the trailer environ- 
ment. There is an advantage in the fact 
that these children never .ack companionship, 
but they are subject to more restrictions than 
are children reared in more ample housing 
accommodations. With the psychological 
implications of child training in mind, we are 
challenged to consider very carefully the de- 
sirability of trailer living for families with 
children. 

The relationship between husband and 
wife does not seem to be adversely affected 
by trailer living. ‘There may be some friction 
due to the fact that the wife starts conygr- 
sation while the husband wants to concen- 
trate upon his studies, but there is no evidence 
that this difficulty is attributable to lack of 
spatial separation in the trailer. 

The household cooperation between hus- 
band and wife is established according to a 
more or less uniform pattern. In most cases, 
the chores of transportation specifically re- 
lated to trailer living are taken care of by the 
husband. There is some division of labor, 
even with regard to indoor chores. Little 
friction arises from the additional work im- 
posed upon the trailer household. 


A constructive attitude is evident among 
the trailer residents. They do not deceive 
themselves about inconveniences and other 
shortcomings. ‘They cannot be coaxed into 
an idealistic acceptance of a home environ- 
ment truly lacking in comfort. Only be- 
tween 10 and 20 percent of the residents, 
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however, are constantly looking for better 
quarters. The majority accept these emer- 
gency housing conditions for what they are 
and are far from discouraged by the inevi- 
table inconveniences. 

There are 45 husbands or wives in the 
trailer camps who indicate a parental income 
of less than $2000; there are 59 with a pa- 
rental income of more than $2000. The 
former group, with low parental income, has 
a somewhat higher score of dissatisfaction 
(81.9) than those with a background with 
higher family income (77.7). Possibly the 
consideration of present living conditions on 
a merely temporary basis is not as easy where 
restricted economy in the parental home 
invites closer identification. 

The attitude toward the trailer “home” 
cannot be judged by direct comparison with 
students living in quarters designed as more 
permanent dwelling units. Living in the 
trailer camp is regarded as temporary and 
may, under this perspective, be judged as 
“not bad” or even “fun.” There are irrit- 
tations due to the limitation of space. 


Quite prominent are complaints about 
the delay on necessary repairs. Dependent 
upon the heating unit and other equipment, 
trailer residents are enduring extreme hard- 
ships if and when emergency repairs are 
not taken care of with great expediency. 
There is more need for storage space. The 
residents are annoyed by strangers roaming 
through the camp—particularly after games 
in the nearby stadium—and gazing with 
curiosity at activities in the camp and even 
inside the trailers. The most irksome aspect 
of trailer living, the “lack of running water,” 
is mentioned repeatedly. There are expres- 
sions of doubt, also, whether a rental of $32.50 
a month for the expansible trailer and $25.00 
for the standard trailer is not excessive, in 
view of the accommodations provided. 


Neighborhood contacts with congenial 
families in very similar situations with regard 
to age, ambition and household worries are 
the aspect of trailer life most appreciated by 
the veterans and their wives. Informal 
evening visits are a standing custom in the 
two camps. Here are two statements best 
reflecting the attitude of the trailer family. 


“Trailer life is certainly an ‘adventure in 
living? which I wouldn’t want to have missed. 
Our neighbors are congenial. My son has plenty 
of playmates. My husband enjoys the ‘sessions’ 
with other fellows. We have air and sunlight, 
and best of all we have our own family unit to- 
gether. It’s better than a fox-hole—so why 
shouldn’t we be content.” / 

Or another statement: “Am enjoying trailer 
living. Find it an ideal set-up—especially in 
location while husband attends university and 
wife works. The small amount of work involved 
in housework gives much time for leisure and 
special activities—sewing, gardening, recreation 
outside of office hours. Especially like the spirit 
of the camp residents which is partly due to 
friendly, helpful, cooperative management.” 


In summary, the authors would remind 
the reader that, though this investigation or 
survey was made from a sociological view- 
point, the findings reveal conditions which 
should be given consideration by city planners 
and land economists as well as by the public 
utility experts who are concerned about 
permanent housing for younger familes. 


SvEND RIEMER 


Associate Professor of Sociology, 
University of Wisconsin. 


Marvin RILEY 


Teaching Assistant in Sociology, 
University of Wisconsin. 


Investigations of the Columbia Basin Project and 
Their Procedural Significance 


WITH the use of irrigation the Columbia 

Basin project will transform more than 
a million acres of unproductive and unsettled 
near-desert land into a highly productive and 


well-settled region. The project should at- 
tain a total population, both urban and rural, 
of 350,000 to 400,000 when fully developed. 


The studies of the Joint Investigation Com- 
mittee! deal with the problem of successful 


1“Farm Experience Studies,” Problem 1, “Types 

of Farming,” Problem 2, “Insuring Proper Land Use,” 

Problem 3, “Irrigation Water Requirements,” Problems 4 

and 5, “Farm Size ‘and Adjustments to Topograph: ,” 
(Footnote 1 continued on page 84) 
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development and settlement of the Columbia 
Basin. While this review does not cover all 
28 problems included in the investigation, it 
is sufficiently comprehensive to evaluate the 
method used as well as to summarize the 
significant findings and the conclusions. 


The best methods of investigation in the 
social sciences are those which form around 
human experience. The Joint Investigation 
Committee selected various areas which had 
the greatest similarities to the Columbia 
Basin, so that the problems common to both 
areas could be probed. They investigated 
the problems which the settlers encountered 
over their period of settlement, and the 
way in which those problems were solved. 
They examined the failures and the causes 
for failures. Each phase of the broad 
problems of settlement was investigated, and 
recommendations were made on the basis of 
past knowledge that could be unearthed in 
real and live situations. They did not at- 
tempt to set up a fictional model and make 
recommendations from deductive premises; 
neither did they classify land surface simi- 
larities with other areas in an attempt to 
handle the problem in a physical sense ex- 
clusively. What the investigators did was 
to retain all the elements of environmental 
interaction and to integrate the functional 
relationships that exist, in this way obtaining 
organic interaction and continuity by carry- 
ing through the linkages that exist between 
the areas under consideration. Another im- 
portant feature of the investigations is the fact 
that they took cognizance of the temporal 
process by allowing for the significance of 
the evolution of land settlement, and they 
made recommendations based on informa- 
tion gotten from the areas investigated and 
the recognition of sequences of events which 
in the past have led to certain consequences. 


The program proposed for farm settle- 
ment and improvement is realistic and comp- 
prehensive. By dealing with the organic 
and temporal factors in determining problems 
of settlement in the Basin, knowledge was 
made revelant to action, and proposed solu- 


(Footnote 1 continued from page 83) 

Problems 6 and 8, “Farm Improvement,” Problem 9, “Fi- 
nancial Aid to Settlers,” Problem 14, “Development Rate 
of Project Lands,” Problem 17, “Highway Development,” 
Problem 19, “River Transportation,” Problem 21, “Rural 
Recreational Areas,” Problem 25, “Recreational Develop- 
ment Lake,” Problem 26, Columbia Basin Joint Investigations, 
(U. S. Department of the Interior, Bureau of Reclamation; 
U. S. Government Printing Office, 1945). 


tions were recommended on the basis of the 
committee’s findings. 

Farm Experience Studies (Problem 1). 
Eight irrigation projects of the northwest 
were investigated in an attempt to answer 
the question of which types of farm economy 
have been successful, most successful, and 
least successful in the region. The con- 
clusion reached was that cash field crops, 
specialty crops, small fruit and truck farms, 
and poultry farms have proved successful in 
limited numbers. However, conspicious 
failures in specialized fruit growing are evi- 
dent in many areas. The requirements for 
their success—correct combination of climate, 
soil, markets, and ability of grower—seem 
more rigid than for other types of farming. 
Also there was a lack of any outstanding suc- 
cess in fruit and cash field crop farms. There 
was no type of farm that was unsuccessful as 
a whole. 


The committee found that in the de- 
velopment of farms on new land settlers tend 
to break and prepare more land than can be 
Handled in crops, and that the farm is ordi- 
narily retarded because of shortages of live- 
stock. There is definite need for settler edu- 
cation on irrigation practices and water re- 
quirements, particularly in the early years of 
development. 

Types of Farming (Problem 2). The 
problem of what types of farm economy are 
best suited for the project area in view of the 
soil, climate, topography, competitive rela- 
tionships with other areas of the northwest, 
foreseeable market conditions and opportuni- 
ties, transportation (existent and prospective) 
freight rates, and other relevant factors was 
examined. It was found that the 1,029,000 
irrigable acres of project land are suited to a 
wide range of crops. The average growing 
season varies from 135 to 190 days. The 
market rather than physical factors is most 
significant in determining whether potatoes, 
peas, onions, or other varieties of vege- 
tables and fruits will be grown. Therefore 
it was recommended that commercial pro- 
duction of intensive field crops should be 
confined to localities most favorable to their 
marketing. It is expected that, when the 
project is fully developed, 40 percent of the 
crop acreage will be used for hay, 23 percent 
for pasture, 14 percent for small grains, 18 
percent for other field crops, and 5 percent for 
fruits and vegetables. It was estimated that 
Columbia Basin would have 10 percent 
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higher yields than the 6 northwestern proj- 
ects. Farms having both crops and live- 
stock, in most cases, will afford the greatest 
opportunity for success. Dairying will be 
the major livestock enterprise, 307,000 head 
expected, with beef cattle, sheep, and hogs 
rounding out the picture. 

Insuring Proper Land Use (Problem 3). In 
an attempt to determine what practical and 
equitable means could be used to insure 
proper land use as previously decided, a 
study of the adaptability and efficacy of co- 
operative marketing organizations, soil con- 
servation districts, and county zoning was 
made. The committee recommended the 
following: 


1. A comprehensive educational program based 
upon the information services of state and federal 
agencies, the program to be directed by the 
Washington State Extension Service. 

2. Marketing organizations to handle the crops 
to be encouraged. 

3. Subsidies be made available for project settlers 
who carry out land use adjustments. 

4. After the project is developed, soil conservation 
districts to be encouraged as a means of obtain- 
ing cooperative effort and self-imposed regula- 
tion for better land use. 

5. Police powers to be exercised as a means for the 
use and development of land through county 
and city zoning, building codes, health, and 
sanitation regulation. 


Irrigation Water Requirements (Problem 4 


and 5). What are the normal water require- 
ments for the crop and land use programs 
recommended in Problem 2? The efficient 
use of water is a very important problem in 
the Columbia Basin. The total amount of 
water required depends, to a large extent, 
upon irrigation methods and practices. It 
was concluded that a system of delivery on 
demand by farmers is desirable. The ave- 
rage annual allottment for the entire project 
is 3.664 acre-feet per acre. 

The need for an education program was 
emphasized as a means of obtaining wide- 
spread adoption of recommended irrigation 
practices. It is hoped that under the Ex- 
tension Service this educational program will 
prevent excessive use of water. 

Farm Size and Adjustment to Topography 
(Problems 6 and 8). The investigating com- 
mittee reaffirmed the size of the farm unit con- 
tained in the Columbia Basin Project Act of 


March, 1943. The Act provides that no 
farm units shall be more than 160 acres or less 
than 10 acres of irrigable land. The Act 
also provides that water shall not be delivered 
to land not conforming in area, or to more 
than one farm unit held by any one land- 
owner. 


Far.. Improvement (Problem 9). The 
scope of this problem was stated as follows 
what feasible means could be adopted or 
created (a) to help insure an adequate level 
of living, and (b) to minimize financial com- 
mitments of needy settlers in providing suit- 
able and essential improvements. 


The report considers methods of mini- 
mizing the costs of land clearing, fencing, 
livestock, farm machinery, seeds and plants, 
materials, domestic water supply, and hous- 
ing, thus minimizing financial commitments 
for such expenditures and helping to insure 
an adequate level of living. The investigators 
judged that $1,100 was necessary to provide 
an adequate level of living using 1935-36 price 
levels. Income adjustments will have to be 
made in accordance with price levels at the 
the time of settlement. They defined a 
$2,500 annual income as the desired standard 
of living, since at this level the greater por- 
tion of any additions is saved rather than 
spent. 


Financial Aid for Settlers (Problem 14). It 
was estimated that $7,000—$10,000 would be 
necessary to develop a new farm, and that 
very few settlers will have sufficient funds. 
The objectives outlined were that credit pro- 
vided be repaid from prospective farm in- 
come, and that funds be adequate to improve 
the farm and permit the family to attain an 
acceptable living : level. 


A special credit agency was recom- 
mended for the area to provide special aid for 
the first 10 years of settlement. Such assis- 
tance will terminate at the close of this 
period and credit extension will be trans- 
ferred to normal procedures and established 
agencies. The program is to,be carried out 
with funds obtained from and control resting 
in the federal government. It will allow for 
the maximum possible freedom of action, 
The program of aid is to be flexible in regard 
to capital assets, housing, and requirements 
for the farm unit. Credit is to be made avail- 
able for purchase of land, land improvements, 
construction of. buildings, machinery, live- 
stock, and other necessary purposes. 
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Development Rate of Project Lands (Problem 
17). The committee reached the conclusion 
that if the rate of development is moderate, 
settlers will have greater assurance of success. 
The first year they expect to have from 50,000 
to 75,000 acres settled, the second year 50,000 
acres, and the third year will depend on past 
developments. In order to minimize con- 
struction costs and assist in carrying out plans 
adopted for financing settlement a uniform 
rate of development after the second year 
would be best. 

The complete irrigation works could be 
built in seven years at a minimum. This 
rate should be avoided, unless benefits of 
rapid development outweigh costs. A con- 
tinuing rate of settlement is dependent upon 
relative economic attractions which farming 
offers during subsequent years. 

Highway Development (Problem 19). An 
unusual opportunity exists in this project area 
to develop a network of roads which incorpo- 
rate a maximum degree of economy, safety, 
and service. Routes are proposed for a net- 
work of state highways which can be effec- 
tively integrated in the project. 

River Transportation (Problem 21). If 
the Columbia River is improved for navi- 
gation it will allow an estimated annual 
saving of $732,000 to settlers of the project. 
These savings were computed at 1940 rates 
for rail haul and at probable future water 
rates. 

Rural Recreational Areas (Problem 25). 
The Columbia Basin Project will help fulfill 
the need that exists in eastern Washington 


for recreational facilities. It was estimated 
that at least four state parks close to the proj- 
ect area are necessary, and it was recom- 
mended that six federal government areas be 
made available for recreational use. There 
exists in this area a combination of outstand- 
ing recreational opportunities and unique 
scenic attractions. 

Recreational Development of Roosevelt Lake 
(Problem 26). The committee investigated 
and formulated plans for the recreational use 
of the reservoir above the Grand Coulee Dam. 
The shoreland under consideration is more 
valuable for recreation than for any other 
purpose; only 20 percent could possibly be 
used for other purposes. 

It was recommended that an adminis- 
trative authority for recreation be established. 
One of its duties would be to eliminate pol- 
lution and to protect the scenic and aesthetic 
value of the project in the general interest of 
of the public. 

Conclusion 


The objective of social science is to put 
man in control of his on-going experience. 
The investigators achieved this end by utiliz- 
ing the experience gleaned from other proj- 
ects in such a coordinated and complete 
manner as to facilitate its application to the 
Columbia Basin Project. By this achieve- 
ment the Joint Investigation Committee has 
made a significant contribution to social 
investigation. 

Davip S. SCHWARTZ 


University of Wisconsin 


Who Will Pay for the Central Valley Project of 
California? A Reply 


reference to “Department of Interior press 


N the article appearing in the August 1946 

issue of the Journal of Land @ Public Utility 
Economics on ‘“‘Who Will Pay for the Central 
Valley Project of California?” by Arthur D. 
Angel, there dre two references to the Pacific 
Gas and Electric Company which seem to be 
in error and should not be allowed to pass 
without comment. 

At the foot of page 271 is a statement 
which implies that the rate the Pacific Gas 
and Electric Company pays for the Central 
Valley power is 1.5 mills per Kwh. In sup- 
port of this statement there is a footnote 


release October 13, 1943.” Had the author 
examined press release of the Department of 
the Interior dated September 28, 1943, he 
would have obtained a more complete state- 
ment of the contract under which Central 
Valley power is sold to this Company, and 
have seen that the energy rate of 1.5 mills is 
only part of the total charge which includes 
also a demand charge (readiness to serve) of 
$1,500,000 per year for 150,000 Kw. of power 
capacity. He would also have found the 
statement by the then Secretary of the 
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Interior, Harold L. Ickes, that “the rate 
established by the contract guarantees to the 
Government a fair and equitable price for the 
power during the war.” 

As the firm energy to be supplied under 
the contract is 800,000,000 Kwh. per year, 
the demand charge alone amounts to 1.875 
mills per Kwh. of firm energy, making a total 
of 3.375 mills. The contract further pro- 
vides for sale to the Company of additional 
energy (sometimes called secondary or dump 
energy) if and when available at the rate of 
1.5 mills per Kwh. The overall average rate 
per Kwh. may thus be somewhat less than 
3.375 mills depending upon the amount of 
this additional energy supplied. 

At the end of the article is the statement 
that “P. G. & E. Co. will continue to reap the 
benefits from the project’s power.” The 
author may have been misled into making 
this statement because of his misunderstand- 
ing of the rate as explained above. However, 
this may be, he had evidently overlooked the 
fact that under the regulations of the State of 
California P. G. & E. Co. cannot make a 
profit on purchased power, but on the con- 
trary, is compelled through the regulatory 
process to pass on to its customers any saving 
effected by the use of such power. The 
Company is allowed a reasonable return upon 
its own investment plus a sufficient amaunt to 
cover all of its operating expenses, and pur- 
chased power is just one item of such expense. 

The author appears to have reached the 
conclusion that because of the low rate at 


which energy will be sold to the P. G. & E. Co. 
the power features of the project will yield 
little revenue in support of irrigation and 
other features of the project. On this point 
a report of the section on Public Utilities of 
the Commonwealth Club of California dated 
October 7, 1946, at page 166 shows that if all 
of the commercial power available from the 
project were sold to P. G. & E. Co. under the 
present contract, the Bureau would realize 
about 34g mills per Kwh. and would have 
a margin of $2,000,000 annually over all 
direct power costs. The report further shows 
(foot of page 166) that if the same power were 
sold to resale customers at the interim rate 
established by the Bureau yielding about 5 
mills per Kwh. at a 50% load factor, the net 
contribution from power to be the joint costs 
of the project would be nil and therefore less 
bg lila than from the sale to P. G. & 

. Co. 

Total cash payments by P. G. & E. Co. 
to the Central Valley Project to date (June 
1944 through October 1946) have’ been 
$6,912,258. Operating expenses of the proj- 
ect, indicated by the appropriations for that 
purpose, have been approximately $400,000 
per year, or a little less than $1,000,000 for 
the 2) years, leaving more than $5,900,000 
to apply to other costs of the project. 


J. S. Mouton 


Executive Engineer, 
Pacific Gas & Electric Company, 
San Francisco, California. 


Who Will Pay for the Central Valley Project of 
California? A Reply. 


In this respect it may be pertinent to 
point out that the 150,000 kilowatts is the firm 
obligation, carrying with it a firm commitment 


N reading this article, I notice that the 

writer is apparently misinformed as to the 
actual requirements of the contract between 
the Department of the Interior and the Pa- 
cific Gas and Electric Company for the sale 
of Shasta energy to the latter. On the bottom 
of page 271 and the top of page 272 reference 
is made to the aforesaid contract, stating in 
effect that the rate paid for the energy is 114 
mills per kilowatt-hour. 

As a matter of fact, the rate is made up 
of two parts, a readiness to serve charge of $10 
a kilowatt year predicated on a firm capacity 
of 150,000 kilowatts, plus an energy charge 
of 144 mills per kilowatt-hour for all energy 


taken. 


of 800,000,000 kilowatt-hours a year. The 
application of the above rate to these amounts 
of capacity and energy results in an average 
rate of 3.375 mills per kilowatt-hour. How- 
ever, the utility was obligated, under certain 
conditions, to take additional amounts of 
production, which might be termed as sec- 
ondary energy, without an increase in the 
readiness to serve charge, but at the rate of 
114 mills for each additional kilowatt-hour 
so sold and received by Pacific Gas and Elec- 
tric Company ‘at the Shasta substation. 
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For the calendar year 1945, for example, 
in excess of one billion one hundred million 
kilowatt hours were soid, for which Pacific 
Gas and Electric Company paid an average 
rate of approximately 2.85 mills per kilowatt- 
hour. In other words, the actual deliveries 
include over three hundred million kilowatt- 
hours of secondary energy which is reflected 
in the lower over-all average rate given. It 
may be pointed out further that this is an 
interim contract covering only the output 
from the first two 75,000 kva units. 

While it is not my purpose to comment 
on Mr. Angel’s article, it may be appropriate 
to observe that, if he had known that the 
existing contract had actually provided for a 
firm rate in excess of twice that which he 
indicated, his conclusion conceivably might 


That Temporary Contract: 


[N consideration of the comments by J. S. 
Moulton of Pacific Gas and Electric Com- 
pany, and by Roy A. Wehe of the Railroad 
Commission of the State of California,! ad- 
ditional facts pertaining to that temporary 
contract between the Department of the In- 
terior and the Company are now in order. 
Under a mandate from Congress the 
Department signed, on September 16, 1943, 
that temporary contract for delivery of 
Central Valley Project power, with the spe- 
cific understanding that no advantage would 
thereby accrue to the Company.” Desirous 
of renewing the contract, for a variety of 
reasons, Pacific Gas & Electric is anxious to 
make that arrangement appear impeccable, 
and Mr. Moulton has imputed that know- 
ledge of selected facts pertaining to that con- 
tract might have led the author to different 
1 Some authorities would differ with Mr. Moulton that 
poorly paid utility commissions can regulate in the interest of 
the consuming public and also in the interest of the investing 
public (cf., M. L. Cooke, Public Utility Regulation, New York: 
1924; and J. B. Eastman,“‘A Plan for Government Owner- 
ship and Operation,” Annals of the American Academy, January 
1932). The Railroad Commission of California has, how- 
ever, earned a splendid record of regulation in the interest of 
the investing public (see: Franklin Hichborn, Why the 
Corporations Win before the Railroad Commission of Caitfornia, 
Santa Clara: 1926). Under its regulation, Pacific Gas and 
Electric Company absorbed all competing corporations in 
Northern and Central California. Its president, James B. 
Black, admitted to a Senate Committee that: ‘More than 
90 per cent of the Company’s properties have been construc- 
ted or acquired under regulation of this Commission. All 
its outstanding bonds and almost 90 per cent of its outstand- 
ing stocks have been issued under authority of the Commis- 


have been different. 

It is easy to see how one not too familiar 
with details such as are a part of the contract 
might easily be misinformed. By way of 
information, it may be said that I am one of 
the investigators of Problems 8 and 9, as well 
as a member of the subcommittee on power 
for the same problems of the Bureau of Rec- 
lamation. As an engineer with the Cali- 
fornia Railroad Commission, I am naturally 
reasonably familiar with the project gener- 
ally as well as the operations of our local 
utilities. My purpose in writing is merely to 
set the reader correct as to the facts. 


Roy A. WEHE 


Railroad Commission, 
State of California. 


A Rejoinder 


conclusions from those reached in ““Who Will 
Pay for the Central Valley Project of Cali- 
ornia?”’ Such is not the case. 

The article was concerned about the 
Secretary of Interior’s problem of making 
equitable cost allocations, on the basis of the 
recommendations of the Central Valley 
Project Studies Committees. Essentially it 
was a protest that: “‘to charge costs, right- 
fully belonging on the shoulders of agricul- 
turalists and land speculators (in the Central 
Valley of California), to commercial power, 
is . . . just as unreasonable as taking 
them from the pockets of federal taxpayers,” 
under the pretense of improving navigation 
and providing flood control. That those con- 
clusions were sound has since been verified 


sion.” (See: “Statement of James B. Black, President of 
Pacific Gas and Electric Company,” U. S. Senate, Sub- 
Committee of the Committee on Appropriations, Hearings 
on Interior Department Appropriation Bill—1947, 79th Cong. 
2d sess.) Part of this capital represents ‘‘unexplained costs” 
of procuring indeterminate exclusive franchises (See: dis- 
senting opinion of Commissioners Havenner and Sachse in 
Dissent to Dectston No. 3521, March 17, 1942). Under the 
Commission’s regulation Pacific Gas and Electric securities 
sold very well, especially after the Supreme Court’s decision 
in Tennessee Valley Power Co., et. al., Tennessee Valley 
Authority (306 U. S. 118). 
Because the Company now holds exclusive indeterminate 
franchises in the Central Valley of California, of the type 
the Court declared: “The grantor may preclude itself by 
contract from initiating or permitting competition {by an 
agency of the United States Government) but no such obli- 
gation is here asserted,” op. cit., 136. 

2“Tnterior Department Appropriation Bill, 1944,” 
Senate Report No. 319, June 17, 1943. 
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by Richard I. Boke, the Department’s Di- 
rector of the Project. Only casual reference 
was made to that temporary contract 
with the Company, under the conviction 
that a more adequate treatment was no more 
in keeping with the general subject than a 
number of other topics. 

No one has questioned that the energy 
rate or 1.5 mills, together with the stand-by 
service rate of $10 per k.v.a. year constitutes a 
reasonable return to the Department, for the 
duration of the contract. To postulate 
a similar return, as Mr. Wehe’s allocation 
committee did, for a period of fifty years is, 
however, open to serious question—whether 
the power is sold to the Company or to public 
agencies, under the priority of the Recla- 
mation Project Act of 1939.4 

Vice-President Coghlan has confirmed 
the point that the Company has not offered 
to purchase the entire output of the Project 
for more than twenty-five years. Meanwhile, 
there is a very definite possibility of pro- 
ducing electric power more efficiently and 
less costly from atomic fission of lithium. 
It is submitted therefore, that Secretary Krug 
would commit a grave error, if he were to 
allocate to costs of power those general costs of 
providing irrigation water. The law requires 
that such allocations must have a reasonable 
degree of certainty that they will probably be 
repaid from net power revenues.® 

The Company has more vital reasons 
however, than those disclosed by Mr. Moul- 
ton, Mr. Coghlan, or Mr. Wehe, for wishing 
to extend that temporary contract. To do 
so would render the Project’s giant pumping 
system dependent upon the Company for 
electric transmission, substation, and firming 
services. Moreover, it would deny to public 


3In “A Citizen’s Guide to the Central Valley,” Mr. 
Boke declared: “The price at which Central Valley farmers 
receive their water will be heavily subsidized, and the sub- 
sidies will be from two sources. The Federal government 
assumes the cost of that part of the expenditure which might 
otherwise be justified for flood control and navigation 
To this Federal subsidy the citizens of the State of New York 
make a substantially greater contribution than do the citi- 
zens of Califérnia.” 

“The second major source of subsidy to the water users 
of the Valley comes from the users of electric power.” The 
Nation, September 21, 1946, p. 15. ; 

457 Stat., 1187. 

’ Coghlan to Angel, December 6, 1946. 

6 Sec. 9 (a), Reclamation Project Act of 1939, op. cit., 


7 See Sections 3, 4, and 8, of the Central Valley Project 
Act of 1933, Cal. Stats. of 1933, Chap. 1042. 


8Cf., Los Angeles Times, December 18, 1933; Modesto 


agencies in California that wish, after a 
democratic vote, the sovereign right to serve 
the government’s power to themselves. The 
results of extending that temporary contract 
would be in overt violation of the expressed 
will of Congress and the people of California, ’ 
who authorized, in 1933, state construction of 
the Project in a referendum election. 

During the election, a “citizen’s com- 
mittee,” organized and financed by the 
Company, advanced the arguments that CVP 
power would glut the market, which could 
not possibly use so much power, and that 
power features of the Project would be a 
burden to the irrigationists and to taxpayers.® 
Since used in many different ways, these 
doctrines have been very useful to the 
Company.® 

As late as 1941, after Congress had 
authorized the state’s plan as a Bureau of 
Reclamation project, the Company advanced 
to Congress the doctrine of glut, in opposition 
to appropriations for power-generating fa- 
cilities. At the same time, the Company was 
requesting a license from the Federal Power 
Commission for construction of generating 
facilities of its own, on the grounds that in- 
creasing demands for the supply of power for 
war industries required both the generating 
facilities of the Project and the additional 
facilities that the Company wished to con- 
struct. 1° 

If the. Company, through , extension of 
that temporary contract, acquires a vested 
interest in the Central Valley Project’s oper- 
ation, this doctrine of glutting the market 
with public power, in competition with pri- 
vate industry, will be revived. The Central 
Valley Project, as now authorized, is only the 
first step in both the State Water Plan™ and 
the Bureau of Reclamation’s plan for coordi- 


Bee, December 8, 1933; Oakland Tribune, December 16, 1933; 
and San Jose Mercury Herald, December 16, 1933. 
* The Pierovich Bill of 1939 would have made the State 


of California the distributor of the Project’s power. Lack- 
ing but two votes in the Assembly, short of the two-thirds 
majority required for its passage, this measure was defeated 
by the Company’s lobby on the grounds that the power 
facilities of the project could’ not possibly repay their costs, 
and that irrigationists would have to bear the burden of 
Governor Olson’s “cheap power” program. This doctrine 
was skillfully advanced by irrigation district Jawyers, who 
were also on the Company’s list of retainers, and one as- 
semblyman who was also on the Company’s payroll. 

1° Federal Power Commission, Opinion and Order No. 
54-A, June 22, 1941. 

11 Division of Water Resources, Department of Publ c 
Works, “Report to the. Legislature of 1931 on State Water 
Plan,” Bulletin No. 25, Sacramento, 1930. 
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nate development of the Valley’s water and 
power resources. The latter program calls 
for eventual installation by the Bureau of 
1,700,000 k.v.a. of generating capacity.’ 
For obvious reasons, the Company is anxious 
to extend the terms of that temporary contract 
for a period up to twenty-five years. 
Extension of the temporary contract will 
deter the public ownership movement in 
California, where 34 percent of the electric 
energy, mostly in Southern California, is 
already distributed directly to the consumers 
through public power agencies. This may 
or may not be desirable. However, since 
Mr. Moulton has raised the subject of that 
temporary contract, it is appropriate here to 


12U. S. Department of the Interior, Comprehensive Plan 
Sor Water Resources Development Central Valley Basin California, 
Washington, 1945. 

18 Water Project Authority of the State of California, 
Publicly Owned Electric Utilities in Northern California, Sacra- 
mento, 1941. 

14 While the City of San Francisco generates its own 
power, it purchases power from the Company to operate its 
own electric railway system and lights its own public build- 


point out that in Northern California, the 
Company sells, on a wholesale basis at rates 
ranging from 7 to 10 mills,'* power to a 
number of cities owning their own distri- 
bution facilities.‘ Apparently the Railroad 
Commission, which regulates the Company as 
Mr. Moulton has advertently pointed out, 
can not distinguish electrons generated by 
the CVP from those generated by the Com- 
pany, after they have become inextricably 
mingled over a company-owned transmission 
system. Obviously the Company does profit 
from distribution of the Project’s power. 


ARTHUR D. ANGEL 


Michigan State College 


ings and streets at a rate of approximately one cent per 
kilowatt-hour. Turlock Irrigation District serves electric 
energy to the cities of Ceres, Delhi, Denair, Hughson, and 
Irwin. Modesto Irrigation District serves the cities of 
Empire, Salida, and Waterford. The list of cities owning 
their own distribution facilities and purchasing power from 
the Company on a wholesale basis includes Alameda, Biggs, 
Gridley, Lodi, Palo Alto, Redding, Sacramento, Santa 
Clara, and Ukiah. 


Public Utility Financing in the Fourth Quarter and 


a Summary of the Year 1946 


Part I. Fourth Quarter Financing 


Gaines the fourth quarter of 1946 
public utility security offerings totaled 
$649 millions which marked an increase of 
$126 millions over the total for the third 
quarter of 1946. The fourth quarter total 
represented a decrease of $165 millions over 
the total for the fourth quarter of 1945. 
Approximately two-thirds of the total offer- 
ings for the quarter were offered in December. 
Table I shows the public utility long-term 
debt issues sold publicly. The twelve issues 
listed total $533 millions. The largest issue 
was the $330 million American Telephone 
and Telegraph Company 234% convertible 
debentures of 1961 offered in December at 
100.00% of par to yield 2.75%. The second 
and third largest issues respectively were the 
$75 million Pacific Telephone and Telegraph 
Company 27%’s of 1986 offered in October 
at 103.25% of par to yield 2.74% and the 
$36 million Kansas City Power and Light 
Company 234’s of 1976 offered in De- 
cember at 101.43% of par to yield 2.68%. 
The $36 million Kansas City Power and 
Light Company 234’s of 1976 has the lowest 


offering yield of 2.68%. . The $30 million 
Philadelphia Electric Company 234’s of 1981 
offered in December at 101.35% of par to 
yield 2.69%. Of the issues for which in- 
formation is available the Kansas City Power 
and Light Company 234’s of 1976 and the 
Philadelphia Electric Company 234’s of 1981 
both had net cost to company of 2.74% after 
allowance for underwriters’ commissions and 
estimated incidental expenses. 

The weighted average offering yield on 
publicly offered issues was 2.75%. The range 
of the underwriters’ spread was from .47% 
for the Philadelphia Electric Company 234’s 
of 1981 to 3.00% for the Engineers Water 
Works Corp. 4’s of 1971. The weighted 
average of the underwriters’ commissions 
was .59% which is .11% lower than the 
weighted average for the third quarter. The 
weighted average cost to the company was 
2.79% which is a decrease of .05% from the 
third quarter weighted average. 

Table II gives a summary and analysis of 
public utility long-term debt issues offered 
privately during the fourth quarter of 1946. 
There were thirteen issues totaling $31 
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millions offered privately during the fourth 
quarter. The $6.5 million Laclede Gas 
Light Company 3)4’s offered in November 
and the $4.9 million Gulf State Service Com- 
pany, Inc. 33’s of 1976 offered in No- 
vember at 109.50% of par to yield 2.90% 
were the largest issues offered in the fourth 
quarter. The $3 million Central States 
Electric Company 2%%’s of 1976 had the 
lowest offering yield of 2.83%; the weighted 
average offering yield was 2.88%. 


Table III gives a summary and analysis of 
preferred stock issues offered during the 
fourth quarter. Eleven issues of preferred 
stock totaling $62 millions were offered dur- 
ing the fourth quarter. The largest issue was 
the $30 million Philadelphia Electric Com- 
pany par $100 offered at $104.11 to yield 
3.65%. The weighted average offering yield 
for the eleven issues was 3.86%. 


Table IV lists the public utility common 
stock offered during the fourth quarter. The 
eight issues offered totaled $22.6 millions, 
which is approximately at the same level as 
the third quarter total of $23.2 millions. The 
$18 million Consumers Power Company no 
par offered in November at $36.00 was the 
largest issue. 
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Part II. Summary of the Year 1946 


During the year 1946 the total public 
utility financing, exclusive of short-term 
borrowing and common stock issues, was 
$2,014 million. This is lower than the record 
total for 1945 of $2,235 million. The volume 
of public utility financing from 1939 to 1946, 
inclusive, is shown in Table V. The total 
offerings for the year represents a decrease of 
9.9% from the 1945 total but an increase of 
52% over the 1944 total. The volume of 
public utility financing continues to be above 
the average for the period 1939 to 1944. . 

Publicly offered long-term bonds total 
$1,422 million, which is lower than the $1,777 
million offered in 1945 but exceeds all of the 
other years in the series. Privately offered 
long-term bonds totaled $210 million which 
is lower than 1945 offering of $279 mil- 
lion. The total for privately offered long- 
term bonds, when compared with the 
total of all of the long-term bonds, constituted 
13% of the total. This represents a slight 
decrease over the proportion sold privately 
in 1945. Privately-sold public utility bonds 
may continue ‘to represent a smaller pro- 
portion of the total due to action by regula- 
tory commissions. The proportion of bonds 


TABLE I—Summary AND ANALYsIs OF Pustic Utmity Lonc-TERM Dest Issues OFFERED 
PuBLicLy, FouRTH QUARTER, 1946 








Ma- 
turity 
Date 


Cou- 
Rate 


(B) 


Principal 
Amount 


(C) 


Company and Issue 


(A (D) 


Month of 
Offering 


Pro- 
ceeds to 


pany 
© | 


Under- 
writers’ 
Com- 

missions} 


(4) 


Offer- 
ing 
Yield 
(G) 


Offering 
Price 


(E) (F) 





$ 
1,670,000 
6,000,000 
275,000 
5,275,000 
25,000,000 
75,000,000 
14,000,000 
330,187,700 
9,861,600 
36,000,000 
30,000,000 
56,000 


% 


California-Pacific Utilities Company 
First Mo 


1971 
1976 
1971 
1973 
1981 
1986 
1981 
1961 
1961 
1976 
1981 


Pacific Gas & ieee Company 
First and Refunding Mortgage. 
Pacific —— & Telegraph Co. 


Debent 
Safe Harbor Wa Water Power Corp. 
First Mortgage 
American Telephone & ba gaat Co. 
Convertible Debentur ‘ 
— oA York Power er Copan 





% 
100.28 
100.275 

97.00 
100.65 
100.05 
102.62 
106.22 
100.00 
101.24 
100.89 
100.88 


% % 
101.675 
100.875 
100.00 
101.625 
100.50 
103.25 
106.76 
100.00 
102.00 
101.43 | 2.68 
101.35 | 2.69 
103.75 © 3.00 


% 
3.25 
2.71 
4.00 
2.91 
2.73 
2.74 
2.73 
2.75 
3.07 


-60 
3.00 
-98 


























533,324,700 





571 








100.90 | 2.78 | -59}) 100.684 





a Information not available. 


1 Exclusive of issues for which information is not available. 
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sold privately each year from 1936 to the 
present is shown inthe following tabulation:. 











Percent of Public Utility 
Long-Term Bond Flotations Sold 
Privately* 


9% 
7 


23 
_ 39 
36 
62 
44 

9 
20 
14 
13 











* Excludes serial issues. 
‘ 


The volume of issues with serial maturities 
was $28 million which is a decrease from the 
$32 million total for 1945. Preferred stock 
issues total $354 millions which is twice the 
amount of the total offering for the highest 
year, 1940, and exceeds the offering in any 
year recorded in this series. 


In 1946 forty-eight percent of the long- 
term debt offerings were for 30 year terms, 
this is lower than, the sixty percent recorded 
for 1945 but closely approaches the fifty per- 
cent average of the past four years. The 
following tabulation shows issues classified by 
length of term: ’ 








| Large Long-Term Debt Issues Offered During 1946 





Term in Years 


Number of 
Public 
Offerings 


Combined Public 
and Private 


Number of 
Private 
Offerings 





Number | Per Cent 





Less than 20 years 


25 years 
30 years 
More than 30 years 

















Table VI gives a summary of offering yields, 
underwriters’ commissions, estimated inci- 
dental expense and cost to company of capital 
from publicly offered long-term debt for the 
years 1937 to 1946 inclusive. The weighted 
average offering yield of 2.67% for the first 
quarter of 1946 was the lowest average in the 
ten-year period, 1937 to 1946. The weighted 
averages offering yields for the four quarters 
of 1946 continue to be below those for the 
prewar years. 


The weighted average underwriters’ com- 
mission continued to be low in 1946 with the 
fourth quarter weighted average of .59% 
approaching the lowest average in the series 
of .58% for the fourth quarter of 1945. Only 
the weighted average for estimated incidental 
exp-rses for the first quarter was higher than 
the 1945 weighted averages, the others con- 


tinued at approximately the same level as in 
previous years. 

During 1946 the weighted average cost to 
company for the second quarter of 2.70% is 
the lowest recorded in the history of this series 
of articles. The cost to company averages 
for the quarters in 1946. were significantly 
lower than the averages for the prewar years. 


High-light of the Year’s Financing 


American Telephone and Telegraph 234’s of 
1961. This issue of $330 million par value of 
convertible debentures was the largest issue 
offered during the year. It was sold at par 
through rights which expired in December. 
This issue was not underwritten. After al- 
lowance for estimated incidental expenses the 
cost to company was 2.80%. 


Madison Gas and Electric Company 21's of 








ies 
he 
ck 
he 
>st 
ny 





REPORTS AND COMMENTS 


93 


TABLE II—Summary anp ANALYsIs OF Pustic Utitiry Lonc-TERM Dest Issues OFFERED 


PRivATELY, FouRTH QuarTER, 1946 



































Company and Issue Coupon | Principal Maturity Monthly Offering | Offering 
(A) Rate | Amount Date Offering Price Yield 
(B) | (C) (D) (E) (F) (G) 
% | $ % % 
American Telephone Company (Kan. : 
First Mortgage. . ‘ 2-% 1,256,000 1971 October 100.00 2.88 
Central Louisiana Electric Company 
First Mortgage. . reer 3 1,100 ,000 1976 October 102.00 2.90 
Colorado Central Power Company 
First Mortgage...................0. 2-% 1,100 ,000 1976 October a a 
Florida Power Corporation 
First Mortgage.................022- 2-% 4,000 ,000 1974 October 100.50 2.85 
United Telephone Company (Mo.) 
Pitet MORAG 5.6 ccc eses cscs 2-% 1 ,000 ,000 1971 October 100.00 2.88 
Wakefield Water Company 
First Mortgage. . 2-% 300 ,000 1966 October 100.00 2.88 
Central States Electric ‘Company 
First Mortgage. ............ssesee0- 2-% 3 ,000 ,000 1976 November 101.00 2.83 
Gulf States Service Company, Inc. 
~ First Mortgage.................205. 3-% 4,942 ,000 1976 November 109.50 2.90 
Laclede Gas Light Company 
Mortgage Bonds. .........:........ 3-% 6,500 ,000 November a a 
South Shore Utilities Associates { 
Ine Sora ae rattan, aelsitinie'e Ss 3-% 600 ,000 1971 November as a 
National Telephone Company 
~ Collateral Trust. . Pee 4 1,500 ,000 1971 December a a 
Ohio Associated Telephone Company 
First Mortgage...............+.006- 3 3,250 ,000 1976 December a a 
Rio Grande Valley Gas dacsencnedl | | 
First Mortgage. . 3 2,500,000 | 1966 December | as! a 
Total or Weighted Average............ oe rane 30 ,748 ,000 te dances Pees cticta ipa | 103.47> | 2.88» 


| 
| 


| 
| 





a Information not available. 


b Exclusive of issues for which information is not available. 
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TABLE III—Summary anv ANALYsis OF PuBLic UTILITY PREFERRED Stock IssuEs OFFERED, 
FourRTH QuarTER, 1946 








Company and Issue Dividend Principal Monthly Offering Offering 
(B) Amount Offering Price’ Yield 
(C) (D) (E) (F) 


$ $ % 








Central fllinois Public Service Co. 
(Par $100) 4% 15 ,000 ,000 November 
Springfield City Water Co. 
(Se 5 ee aN fete eae ee 
Tidewater (Va.) Telephone Co. 
(Par $100) 4% 200 ,000 November 
Eastern New York Power Corp. 
(Par $100) 4% 3 ,000 ,000 December 
General Waterworks Corp. 
(Par $100) 5% 295 ,000 December 
Kansas City Power & Light Co. 
(Par $100) 3.80% 10 ,000 ,000 December 
Kansas-Nebraska Natural Gas Co. 
(No Par) $5 296 ,800 December 


Ohio Associated Telephone Co. 


4.25% 882 ,700 November 


$2.20 1,750 ,000 December 


Philadelphia Electric Co. 
(Par $100) 3.8% 30 ,000 .000 December 


Rulane Gas Co. 
5.50% 300-,000 December 
Upper Mich. Power & Light Co. 


(Par $50)... s05:69.0%: 4.50% 275 ,000 December 








Total or Weighted Average... ; intinete. 61,999 ,500 

















TABLE IV—Pvustic Utitiry Common Stocks OFFERED DuRING THE FouRTH QUARTER, 1946 








Principal Month of Offering 
Company Amount Offering Price 
(A) (B) (C) (D) 


$ 
California Pacific Utilities Co.—(Par $20) 945 ,181 October 28.125 
Consumers Power Co.—(No Par) 18 ,000 ,000 November 36.00 
Florida Telephone Corp.—(Par $10) 297 ,000 November 11.00 
Tidewater (Va.) Telephone Co.—(Par $20) ; 225 ,000 November 22.50 
California Water Service Co.—(Par $25) : 1,825 ,000 December 36.50 
Central Illinois Electric & Gas Co.—(Par $15) 1,200 ,000 December 15.00 
Lynchburg Gas Co.—(Par $10) 50 ,000 December 
West Ohio Gas Co.—(Par $4) 96 ,000 


$ 22,638,181 
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TABLE V—Votvme oF Pusiic UTILITy FINANCING, BY QUARTERS, 1939 To 1946, INCLUSIVE * 




































































Long-Term Bonds t 
Serial Offerings tf Preferred Stock 
Year and Public Offerings Private Offerings Total in 
Quarter - Millions 
: Per Cent Per Cent Per Cent Per Cent 
Millions | of Total§ | Millions | of Total§ | Millions | of Totalg | Millions ' of Total§ 
1939 
Te ice &- $ 96 64 $ 18 12 | ET ee | nee $ 36 24 $ 150 
2nd... ..3 +. 203 46 181 42 3 1 48 11 435 
kare 247 64 63 ’ 16 32 8 47 12 389 
4th....... 155 43 183 50 22 6 4 1 364 
Total... .. $ 701 53 $ 445 33 $ 57 4 $ 135 10 $ 1,338 
1940 
eer $ 141 54 $ 59 22 $ 10 4 $ 53 20 $ 263 
ye 52 29 80 45 is 3 2 43 24 178 
Sedu... 2. 137 56 84 35 6 2 17 7 244 
| re 360 59 179 30 5 1 62 10 606 
Total.....] $ 690 53 $ 402 31 $ 24 2 $ 175 14 $ 1,291 
1941 
i ae $ 164 39 $ 197 47 $ 5 1 $ 52 13 $ 418 
yan 149 52 81 28 16 5 43 15 289 
Cee 32 7 415 86 5 1 28 6 480 
ee 103 60 43 25 20 12 6 3 172 
Total.....] $ 448 33 $ 736 54 $ 46 3 $ 129 10 $ 1,359 
1942 
WOR 9350203 $ 128 66 $ 32 16 » Re Seer $ 35 18 $ 195 
yore 65 62 28 27 7 7 4 4 104 
kee 25 29 45 53 9 11 6 7 85 
oe, 4 13 13 80 82 5 Lee) nape en Poorer re 98 
Total.....) $ 231 48 $ 185 38 $ 21 5 $ 45 9 $ 483 
1943 . 
cere § 21 72 $ 8 28 Wd ow dabecteusacuee S OEE) SPOT EEE: $ 29 
y.”) e 90 93 4 ae 2 2 1 1 97 
Eee 104 91 ag corer 7 6 3 3 114 
ee 122 79 21 ee ees rere. 12 8 155 
Total.....] $ 337 86 $ 33 8 $ 9 2 $ 16 4 $ 395 
1944 
ee $ 137 60 $ 64 28 $ 8 4 $ 19 8 $ 228 
ye 66 66 20 20 3 3 11 11 100 
BO ais a0. 0:4 157 66 17 ae Loree ce 0 64 27 238 
cs 594 79 139 18 8 1 17 2 758 
Total.....] $ 954 72 $ 240 18 $ 19 2 $ 111 8 $ 1,324 
1945 
Mibices <sche $ 169 50 $ 155 46 $ 3 1 $ 10 3 $ 337 
BAG 6s, 0's'0:6:0 250 74 40 12 3 1 46 13 339 
ee 698 92 42 5 Te Pere ees 21 3 761 
GAR isc. 5.ch¢ 660 83 42 5 26 3 70 9 798 
Total... ..| $ 1,777 80 $ 279 12 $ 32 1 $ 147 L. $ 2,235 
1946 
Wiles cs $ 48 36 $ 17 13 bE ee ee $ 69 51 $ 134 
ye 492 65 80 11 8 1 174 23 754 
eee 349 70 82 16 20 4 49 10 500 
eee 533 85 31 BD ace enravele Bees ecile 62 10 626 
Total... ..| $ 1,422 71 $ 210 | 10 $ 28 | 1 | $ 354 18 $ 2,014 























* Exclusive of short-term obligations (other than serial issues) and common stock issues. No attempt has been made to 
summarize short-term borrowings because of the impossibility of obtaining complete data. Public offerings of common stock 
have been negligible throughout the period. 

Exclusive of serial offerings. 

Includes issues sold privately as well as publicly. = 

Per cent of each type of financing to the total in the quarter shown in the right-hand column. 
a Less than .5 million. 
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TABLE VI—Svummary oF YIELD AND Cost Data oF Pustic Utitiry Lonc-TERM DEBT Issues 
OrrerRED Pusiicty (ExcLusivE oF SERIAL Maturities). 1937 To 1946, IncLustve* 








e 
Underwriters’ Estimated Inciden- 
Year and Offering Yields Commissions tal Expenses Cost to Company 
Quarter 





Weighted Weighted Weighted Weighted 
Range Average Range Average Range Average Range ' | Average 


hh) % | % bh % % % % 


.00—5 .00 48—4.16 ; 81 
.00—3.25 29—1.90 3. 17 
99—4.00 51—3.69 25 
.00—3,50 62—1.62 





19—5.11] 3.48 
25—4.69} 3.61 
37—5.28} 3.69 
50—4.56} 3.82 


WW WW 
NeKNND 
ooco 


54—1 .02 
36—6.57 
50—2.18 
32—3 . 33) ° 


-00—2.50 
-03—8 .00 
50—3.50 
96—5 .00 


.39—4.44) 3.86 
92—6.18} 3.40 
00—5.00} 3.43 
-01—6.20} 3.44 


WW NM Ww 
oornf 
Voce 


61—1. 
39—6.91 
39—3.42 
58—1. 


-75—4. 
-00—4. 
-50—3. 
-50—2. 


15—4.00 58 
.75—5.75 -56 
69—4. 44 
02—3. 63 


WNN Ww 
WWW WwW 


SS 
oocooo 


39—0.94 
66—0.95 
4i—1. 

36—2.81 


50—2. 
00—2. 
00—3. 
50—4. 


47—4. .23 
.18—3. 29 
73—4 .38 10 
51—4.50 81 


oooo oooo 


NNN ND 
OoONN = 
ooco 
NO WW 


45—3.40 
37—0. 
58—0.58 
34—1. 


50—3. 
.15—3. 
.29—1. 
.72—3. 


60—4.75 86 
00—4.07 .36 
90—2.90 -90 
55—4.18 89 


ooco 


NNWN 
oooo 
NW & tb 


52—1.50 
37—3.12 
91—1. 

-04—1 .04 


.73—1. 

60—3.23 
-73—3 .35 
.07—1 .07 


95—4. 31 
78—4.81 39 
.67—3.59 41 
11—3. 11 


SRNN 
moos cea ica 
=scs 
i) 
www 


87—0.87 
56—0.60 
47—0.80 
-40—1.17 


84—0. 84 
28—2.20 
86—1.16 
86—2.25 


85—2.85). 2.85 
16—4.00 -65 
80—3.40 -03 
.70—3.77 .29 


SVN 
Sos 
ssss 
2oo°o 
WW wry 


54—1 .56 
65—2 .06 
41—1.40 
31—0. 


50—1.48 
85—1.25 
87—2.00 
70—1.16 


71—4.10 20 
.76—3.40 85 
72—3.82 .07 
72—2.98 a 


7 
6 
10 
11 


ooco 
NWN Ww 


NNNWL 
eeoceo 
coco 


30—1 . 82 
.43—2. 
28—1. 
26—0. 


40—1.73 
44—1.75 
44—1.61 
30—1.25 


66—3.51 .80 
63—2.95 73 
Uh ee PR) .99 
65—2.95 -78 


8 
11 
16 
20 


NNN to 
ooco 
oocs 
-aS 

RRS 


39—3.50 .67 10.58—1.98 : 0.58—1. 
48—2.78 62 |0.41-1.125 : 0.29—1. 
45—4.00 -77 |0.48—1.18 : 0.28—1. 
68—4.00} 2.75 |0.45—3.00 : 0.59—1. 


4 
19 
13 
12 


ooso Soo9 


NNNN 
mn & RO 
NWO ND 
































* Excluding issues for which complete data are not availabie. 





REPORTS AND COMMENTS 97 


1976 were offered publicly in February at 
102.25% of par to yield 2.39%. This issue 
carried the lowest coupon rate in the history 
of this article and shared with the Hackensack 
Water Company 25%’s of 1976 the lowest 
offering yield for the year. The Hackensack 
Water Company 25%’s had the lowest cost 
to company of 2.45% for the year. 

El Paso Natural Gas Company 3’s of 1966 
offered in July at 102.00% of par to yield 


2.87%. This issue of $36 million was the 
largest issue offered privately during the year. 

Buffalo Niagra Electric Corporation $35 mil- 
lion 3.60’s, par $100, offered in January at 
102.65% of par to yield 3.51% was the largest 
issue of public utility preferred stock offered 
during the year. 


Haro.p L. MILLER 


Wisconsin Telephone Company. 
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The Art of Building Cities. By Camillo Sitte, 
translated by Charles T. Stewart. New 
York: Reinhold Publishing Corp., 1945, 
pp. 123. $5.50. 


Though written by an architect 57 years 
ago, and directed primarily toward architects 
and others schooled in the artistic point-of- 
view, this book has many real lessons for 
contemporary city planners, engineers, and 
laymen, as well as architects. Widespread 
application of the details recommended by 
Sitte a half century ago would be impractical 
in this automobile age, but the “artistic 
fundamentals” of city building propounded 
by him are fully as applicable today as they 
were in 1889. 

Sitte advocated the informal, asymmetrical, 
intimate approach to buildings within cities, 
in contrast to the popular wide open spaces 
and long vistas represented in the planning of 
Haussman, Baumeister, and others. His 
theme song was the relatively small, enclosed, 
architecturally-integrated plaza, at a time 
when most planners were setting monumental 
buildings in the middle of large symmetrical 
open spaces and ignoring the architecture of 
neighboring structures. He insisted that 
unity and harmony in city building depended 
upon 3-d.mensional forms as viewed by in- 
dividuals on the site, not upon the meaning- 
less regularity of rectangles and radials as geo- 
metrically laid out on the city map. 

If his pleas had been heeded generally we 
would find many more charming, intimate, 
architecurally-pleasing plazas in our Cities 
today. We would have civic centers inte- 
grated functionally and architecturally, not 
merely geographically. We would have 
public buildings located so as best to display 
their architecural qualities, regardless of how 
orderly their sites looked from an airplane 
10,000 feet up. We would have few long, 
straight vistas: few Fairmont Parkways, Chi- 
cago Midways, or Capital Squares such as 
that in Madison! And we would have some 
terrific traffic jams unless we were forced, 
perhaps to the advantage of all, to keep auto- 


mobiles out of the public squares and plazas 
which constitute the artistic nuclei of Sitte’s 
well-designed cities. 

One of his arguments against the rectan- 
gular street pattern is a very sound contention 
that T-intersections can be far safer and more 
efficient (with what he would have called 
three major collision points) than cross-roads, 
with sixteen major points where lines of traffic 
flow intersect. But in most respects he slighted 
the traffic requirements of his day and came 
far from anticipating the needs of the auto- 
mobile age. He deplored the tendency to “‘re- 
duce the street system to a mere traffic utility, 
never serving the purposes of art,” considered 
unnecessary the frequent “‘breeches” which 
streets made in the walls of public squares, 
and criticized modern streets as “‘too open.” 
_ Though Sitte’s plazas would have been 
quite incapable of handling automobile 
traffic, Sitte’s artistic fundamentals of city 
building are as basic, as modern, and as little 
applied in our day as they were in his. To 
design for the eye, not for the plan; to think in 
terms of architectural unity, not geometrical 
symmetry; to adapt plans to specific sites and 
conditions rather than conforming to pre- 
conceived patterns: these are the fundamen- 
tals which Sitte emphasized and which cannot 
be over-emphasized today. City planners 
and city builders today owe a debt of grati- 
tude to Sitte, and to Lt. Stewart, his trans- 
lator, for reminding us of these basic prin- 
ciples. 


RoLanp B. GREELEY 


Massachusetts Institute of Technology. 


Uh 
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It Happened in Taos. by J. T. Reid. Al- 
buquerque: The University of New 
Mexico Press, 1946. pp. 118, illus. 


This is a well illustrated review of a pro- 
gram by which a long-neglected people at- 
tempted to improve their economic and social 
conditions through cooperation with and co- 
ordination of the services of various public 
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agencies. Persons unacquainted with the 
Spanish-American communities of the Rio 
Grande would find another volume, Forgotten 
People,’ worthwhile reading as an introduction 
to Dr. Reid’s book. The authors of the two 
books do not always agree, but Forgotten 
People presents a realistic and detailed 
picture of the problems of the area, whereas 
It Happened in Taos discusses the problems 
briefly and then deals mainly with the steps 
taken to alleviate these conditions. 

Forgotien People is the result of a county- 
wide survey financed by the Carnegie Corpo- 
ration of New York. Following the survey, 
a grant of $43,000 was given to finance a 
program of community and adult education 
in ‘Taos County. Jt Happened in Taos ably 
describes the operation of this program, 
known as the Taos County Project. 

Dr. Reid refers to the Taos County Project 
as “an experiment in cooperative county 
planning and action.” In the development 
of the program, active cooperation was ob- 
tained from two separate groups: it came 
from the people of the various local com- 
munities and the various agencies—local, 
state and federal—that were operating with- 
in the county. When organized, the project 
staff consisted of representatives from these 


government agencies, representatives elected 
from the communities,’ and full-time paid 
project employees. 

An entire chapter is devoted to the No- 
vember 1940 staff meeting. At the meeting, 
community representatives presented lists of 
problems which they recognized as existing in 


their communities. Among the ones fre- 
quently mentioned were: inadequate storage 
for irrigation water, inadequate sources for 
drinking water, insufficient acreage of graz- 
ing land, erosion, and inadequate school, 
road, and health facilities. In some cases, 
solution was just a matter of explaining what 
steps should be taken to obtain approval of a 
certain program. 

No attempt was made to develop an over- 
all program. Instead, problems were acted 
upon individually with each monthly meet- 
ing devoted to the discussion of a particular 
problem. At these discussions the services 
which the agencies could render were ex- 
amined. The community representatives 
were encouraged to take the initiative in 


1 George I. Sanchez, Forgotten People. A Study of New 
Mexicans. (Albuquerque: The University of New Mexico 
Press, 1940). 


working out their own solutions, but members 
of the project staff were always available to 
give advice or aid. 

Among the accomplishments mentioned by 
Dr. Reid are: (1) improving a community 
irrigation ditch, (2) acquiring additional 
grazing lands, (3) organizing and operating a 
soil conservation district, (4) improving the 
tax and land ownership situation in the 
county, (5) developing school lunch pro- 
grams in 26 communities, (6) organizing a 
cooperative health association, and (7) mak- 
ing library facilities available to the entire 
county. A brief chapter is devoted to each 
major accomplishment with a brief discussion 
of the difficulties encountered and the method 
of procedure which was followed. 


The last two chapters appraise the experi- 
ment in county planning and action. Dr. 
Reid believes that similar projects can func- 
tion in many other counties where conditions 
are essentially similar. These counties, for 
the information of the reader, he describes as 
“rural counties where the small county seat 
is the main city and trading center of .the 
county; counties which are chiefly agricul- 
tural; counties which are chock-full of knotty 
problems of relatively poor people.” Strong 
support is given to county planning, but re- 
sponsibility for it should rest with local people. 
In undertaking county planning, it is the 
duty of the people, according to Dr. Reid, to 
learn to use the technical knowledge and as- 
sistance which are available and to direct 
them cooperatively in the solution of their 
problems. The county is proposed as the 
unit for planning for ‘“‘the county is the seat 
of life, welfare, government, progress.” 

In his appraisal Dr. Reid proposes five pre- 
requisites to a successful program: (1) a defi- 
nite formal organization, (2) democratic 
representation for all groups and communi- 
ties, (3) specific rules of procedure by which 
the organization will operate, (4) definite 
sources of financial support, determined prior 
to organization, and (5) competent full- 
time paid employees. Of interest to many 
might be the proposal that the “‘private, lay 
organization” be financed by public funds 
with the greatest part of the support coming 
from the federal government. 


ARTHUR J..WALRATH 


Agricultural Economist, 
Bureau of Agricultural Economics. 
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New Farm Homes for Old. A Study of Rural 
Public Housing in the South. By 
Rupert B. Vance and Gordon W. 
Blackwell, with the collaboration of 
Howard G. McClain. University, 
Alabama: University of Alabama Press, 
1946. pp. 245. $3.00. 


Despite the fact that students of rural life 
in the United States have long known that a 
large portion of our farm and village families 
are ill housed and despite the tremendous 
federal programs which our government has 
sponsored in its attempt to remedy urban 
housing problems, it was not until 1939 that 
publicly-subsidized housing was extended into 
rural areas and then only on an experimental 
basis in several southeastern and midwestern 
counties. The program was planned by 
FPHA to provide adequate housing for in- 
adequately housed rural families whose in- 
come was adequate only to pay a subsidized 
rent. The loan contract was to the local 
authority .and ran for 60 years during which 
the contract was to be paid to the federal 
government from rent; and the ownership of 
the house would pass to the local authority. 
FPHA planned to construct from 150 to 300 
houses in each of the five counties but wartime 
restrictions prevented this and only 515 units 
were completed. Of these 385 were in the 
four Southeastern counties. The present 
book is a report on the results of a field study 
conducted in these counties to determine the 
success of the program. 

The study shows that the selection operat- 
ing to determine which families got rehoused 
resulted in an underrepresentation of Negroes 
but otherwise seems to have been in keeping 
with the aims of the project. In general the 
families rehoused were well satisfied with the 
design and site of their new homes. They 
have paid their rent promptly and most of 
them have shouldered their share of the 
burden of maintenance. However, many 
think they are purchasing the houses with 
their rental payments and others think that 
maintenance responsibility lies with the local 
housing authority. There is some evidence 
that rehousing has given rise to family initia- 
tive and pride and to increased social status 
but no miracles have taken place in any of 
these areas or in the health of the families. 
Local administration and cooperation has 
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been from fair to good, the former suffering 
because of untrained staff and local politics. 

On the basis of their study the authors 
make numerous suggestions for rural housing 
programs of the future. They believe that 
such programs must be developed through a 
single local agency in a county or a region. 
They advocate greater integration between 
the activities of the various federal and local 
agencies dealing with rural families. They 
feel that the educational program should re- 
ceive greater emphasis, a training program 
for local administrative personnel should be 
developed, purchase contracts should be sub- 
stituted for rental contracts, family selection 
should be made more carefully, greater at- 
tention should be given to the future housing 
needs of the family, site selection should re- 
ceive greater emphasis, and further attention 
should be given to certain aspects of home 
design. 

The study was carefully done but suffers 
because insufficient attention was devoted to 
the effects that the program had on the 
local community, and on the personalities of 
the people rehoused. These are crucial fac- 
tors to be considered, along with economic 
and administrative factors, in any housing 
program and it is not too much to expect that 
competent sociologists, as the authors un- 
doubtedly are, should have given more at- 
tention to them. Further, the study is 
limited in general usefulness because the 
housing program was interrupted before it 
was completed and its functioning under war- 
time conditions was probably quite different 
from that which similar programs may ex- 
perience in more nearly normal times. The 
study does provide us, however, with knowl- 
edge of some of the problems which are 
likely to be met in the field of rural public 
housing. The policy suggestions, although 
it is not clear that they arise out of the re- 
search, appear to be sound. 


WiLu1aM H. SEWELL 
University of Wisconsin. 
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Estimating Housing Needs. By Alexander 
Block. With a Foreword by Sir Patrick 
Abercrombie. London: The = Archi- 
tectural Press, 1946. pp, 128. 


While the author’s “discoveries” in the 
statistical analysis of housing needs are not 
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nearly as startling and new as he thinks, he is 
nevertheless to be commended for an un- 
usually clear and penetrating theoretical 
statement of all the factors involved in the 
prognosis of future housing demands. The 
present publication is part of a larger work 
which will include the treatment not only of 
the demographic but also of the socio- 
economic and the political aspects of hous- 
ing. The contents of this small but im- 
pressive volume justify early presentation to 
the public because of its practical impor- 
tance in an era which—on an international 
scale—fosters concerted action and careful 
planning in the housing field. 

It is not population growth as such but the 
differentiation of the population into house- 
holds which has to be taken into consideration 
for the prognosis of future housing needs. 
This insight is not exactly new but we must 
admit that estimates based upon prediction 
of family formation as well as crude popu- 
lation trends are of relatively recent date, 
even in the United States. Block offers a suc- 
cinct discussion of the theoretical problems in- 
volved and ventures into some interesting sta- 
tistical estimates which give due weight to 
differential tendencies of household formation 
as they appear in various age groups. With 
the age distribution of the future in mind, 
attention is called to the breakdown of an 
overaged population into a larger number of 
smaller households, a situation which un- 
doubtedly is going to influence future de- 
mands on the housing market. 

A further complication is the fact that we 
estimate housing needs by comparing the 
number of households directly with the 
number of available dwelling units. Yet 
many households are not in existence simply 
because separate houses cannot be found. 
Closer investigation confronts us with the 
phenomenon of “households in arrears.” 
Here is a potential demand for housing the 
extent of which is difficult to estimate. It 
can be measured only by intensive re- 
search which assesses the tendency towards 
population differentiation by age, income, 
region, etc., under the assumption that more 
dwelling units could be made available. 

Both the emphasis upon the housing needs 
for a further population -breakdown into a 
larger number of smaller households as well 
as the consideration of “households in ar- 
rears’. lead the author to make a housing esti- 
mate which practically refutes the possibility 


of over-building in the near future. He is 
aware, on the other hand, of a condition to 
which we in the United States have given lit- 
tle attention: the existence of housing obsoles- 
cence based upon “demographic unfitness.” 
With this concept he refers to the possibility 
of a distribution in the size of dwelling units 
which will leave a considerable number of 
vacancies in some size groups while, simul- 
taneously, a substantial number of the home- 
seeking families remain either unhoused, 
overcrowded, or doubled up. In England 
there is an oversupply of three-bedroom units, 
which are often hard to dispose of while 
other types of dwellings are still in demand. 
This problem is particularly urgent in view of 
the expected shift toward smaller household 
units due to the growing numerical impor- 
tance of the older age groups. 

The statistician will be interested in the 
author’s comments upon the official defini- 
tions of concepts such as “household,” 
“family,” etc., in the census materials of 
different countries. His most valuable con- 
tribution, however, lies in the theoretical 
penetration of that borderline field between 
demography and socio-economic relation- 
ships which, for very practical reasons, de- 
serves more attention. Nobody interested in 
housing estimates can well afford to neglect 
this stimulating publication. 


SvEND RIEMER 


University of Wisconsin. 


Wages of Agricultural Labor in the United States. 
by Louis J. Ducoff. Washington, D. C.: 
U.S. D. A., Bureau of Agricultural Eco- 
nomics, 1944. pp. 190. 


This is an excellent study of farm labor 
wages. It is a thorough piece of work, 
clearly and effectively written, and the nearly 
200 pages are packed solidly with worth- 
while statistical and analytical information. 

Close similarities between the trends of 
urban and agricultural wages are developed 
in the chapter on “Wage Rates in Agriculture 
and Industry.” While agricultural wages 
have been lower than urban wages, they 
have moved in the same direction at the same 
time with a high degree of consistency, proba- 
bly indicating the strong influence of urban 
wages on agriculture rather than the reverse. 
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Farm wages at the present time are shown 
to be higher than at any previous time. 
‘Since the outbreak of the war . . . the rise 
which began as a recovery from the depres- 
sion of the early 1930’s has continued to a 
level which tops all previous experience in 
every area of the country, with the 1943 
average monthly wage rate 90 percent above 
the average rate for the 1910-39 period.” 
(p. 82). 

The total wage bill of agriculture in 1943 
was the highest on record. “Yet in relation 
to the net farm income of all persons engaged 
in agriculture, the total 1943 farm wage bill 
constituted a smaller percentage than in any 
of the preceding 33 years except in 1917-18 in 
the first World War, and in 1934 in the de- 
pression. The wage bill absorbed 13.8 per- 
cent of the 1943 net farm income.” (p. 69) 

Ducoff shows that more than half the 
farmers in the United States are not affected 
by wage problems since they carry on all 
their farming throughout the year with 
family labor alone. Among those who do 
hire labor there is a “‘heavy concentration of 
a large number of hired workers on a very 
small proportion of all farms.” In March 
1940 almost a quarter of a million workers 
were hired on 7,667 farms which reported ten 
or more hired workers each. Thus one-tenth 
of one per cent of all farms employed nearly 
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13 per cent of all hired workers. 

The relations between the farm wage bill 
and agricultural technology are developed in 
the chapter on ‘‘Wages as an Expense of Agri- 
cultural Production.”” Ducoff shows that from 
1910 to 1934 the total farm wage bill showed 
a steady decline (for each successive five-year 
period) in the percentage it made up of total 
production expenses, decreasing from 20.3 
per cent during 1910-1914 to 14 per cent in 
1930-34. But the smaller share of expense 
for hired labor was accompanied by an in- 
creasing proportion of expense for farm 
machinery and equipment. 

It will be interesting to see whether the 
same trend develops in agriculture as in many 
urban industries, i. e., first a decline in total 
wage payments as a first result of the intro- 
duction of better mechanical equipment, and 
then an increase in the total wage bill because 
of the expansion of markets which often results 
from the lower prices and better products that 
follow the use of improved equipment. 

The study is commended both to those 
interested in agricultural problems and to 
those interested in urban labor problems. It 
is valuable source material for both. 


Don D. LEscoHIER 


Professor of Economics, 
University of Wisconsin. 
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